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INTRODUCTION 


"WTRODUCTION 


‘rned with the likely practical implications of a 
in the United Kingdom: that is, an arrangement 
‘ocal authorities are authorised to charge a tax on 


s not try to argue the case, whether a local income 
tar »— desirable. There has been - and undoubtedly will 
continue io be - much debate about how far local authorities should 
be free to decide their own spending and other priorities within 
their own areas, or should rather work within national standards 
and policies, centrally determined; how far local authorities can 
genuinely be free to decide their own spending priorities, if they do 
not have a matching freedom to raise - in their own right, and not 
as pensioners of central government - at least a substantial 
proportion of their own revenues; how far, if local authorities were 
given more responsibility to raise taxes locally, they would become 
more accountable to their local electorates, not only for what their 
money is spent on, but also for how it is spent efficiently and cost- 
effectively; and whether it is appropriate to place in the hands of 
local authorities a tax as buoyant and as sensitive as an income tax. 

Central government is, of course, concerned not only with its 
relationship with local government, but also with wider aspects. 
Even in the strictly fiscal area, it needs to consider how far it sees 
itself as responsible for the overall level of the public services 
(including both central and local provision); it needs to consider 
the possible effects of local taxation for the tax system as a whole, 
and for the distribution of incomes; and, more widely, it needs to 
consider the possible implications of local government expenditure 
and taxation for the use of domestic economic resources (and for 
international investment), and for economic management 
generally. 

These are all matters for political choice; and on many of them 
successive governments have for many years struggled to reconcile 
principle with practice.2. Experience of the Community Charge has 
affected both perceptions and reactions, possibly only in the short 
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term, possibly in a more lasting way. This report lea iat debate 
on one side. Suppose that a local income tax is thous. sirable in 
principle - or at least is not ruled out. Suppose that | < is seen, 
not necessarily as an alternative to existing local tax h as the 
Council Tax (as in most earlier discussions), but ‘bly as a 
supplement to them (as some might argue might ie better 
course, in the light of hard-won experience of the ulties of 
placing too much weight on any single local tax base hat form 


or forms might it take? What are the main options? \WWliat would 
they be likely to entail? How far would each option achieve the 
likely main objectives, or avoid the main problems? 

For the analysis, this report assumes that a local income tax 
could be reasonably substantial; yielding enough to make it 
reasonably worth collecting, over and above the national income 
tax, but not so large as to overshadow the national income tax 
itself. As an illustration, suppose that the tax was intended to 
finance something between 30 per cent and 40 per cent of local 
authority expenditure; so that, in combination with the Council 
Tax, it could finance something like one-half of the local authority 
total. The tax would then need to raise something between £15bn 
and £20bn or so (1991-92 estimates, Great Britain), equivalent to 
half or more of the present level of central government grants. The 
rates of tax might need to cluster around something in the region of 
6p or so in the £, for the less ambitious objective, up to something 
in the region of 9p or so in the £. A local income tax within this 
range would not be out of line with the range of local income tax 
rates in many other countries. 

Figure 1 overleaf illustrates the extent to which the pattern of 
local expenditure, and the main sources of local finance, in England 
and Wales vary as between one country and region and another. In 
particular, it illustrates the extent to which: 


e there is a wide variation in the amount which each country or 
region spends, or receives in revenue (so that, for example, the West 
Midlands spends more than three times as much as East Anglia, but 
less than a third as much as the South East); but 


e there is a much more consistent pattern, within each country and 
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regio tween the relative importance of different sources of 
., for example, in the West Midlands expenditure 
10 per cent. of the total for England and Wales, 
ain sources of finance all fall within a range of 7 
« England and Wales total). 


3s need to be handled with caution, as the figures 
some fairly significant differences of definition and 
ppreach.? “sey should not be interpreted as indicating more than, 
at most, some broad orders of magnitude. For what they are worth, 
the figures suggest that, at this level, the unevenness of income 
between regions - and the consequent need for some effective 
equalisation measures - is not out of line with that of other possible 
sources of local revenue, including the non-domestic rate. 
Comparable figures are not available for all existing, and possible 
new, local authorities below the national and regional levels; but it 
is reasonably clear that, as always, the local variation - and the 
uncertainty - tends to be greater, as one looks at smaller and smaller 
local areas. 
At this stage, for the illustrative analysis, the study assumes that 
a local income tax could be in addition to existing local sources of 
revenue,‘ and in place of an equivalent amount of central 
government grant. Those assumptions would imply that a local 
income tax need not necessarily mean: 


r 


e A significant change in the overall (national plus local) burden of 
income tax, or of course of taxation as a whole; 


e A significant change in the overall balance between direct and 
indirect taxation; 


e A significant change in the overall balance between the taxation 
of unincorporated businesses (subject to income tax) and 
companies (subject to corporation tax, which is assumed to remain 
a central government tax). 


That said, there would, of course, necessarily be increases or 
reductions in income tax in individual local authority areas, unless 
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Figure 1 
Local Authority expenditure and finance in the English Regions 2nd Wales, 


as a percentage of the England and Wales totals (see appendix “abte 2) 
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Obviously, these are not necessary assumptions. Nor do any 
ae consequences necessarily follow from those assumptions. 
oe a always be free to increase or reduce any 
eae ds ‘ a epee balance between taxes as it thought 
ee He ut the assumption of a broadly revenue- 
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mare in taxing individuals’ incomes?). 

port does not discuss in detail the case for a local charge 
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on capital gains. It could be argued that in economic principle 
(real) gains are included in the classic definition of income; and in 
practice some people have a degree of choice, whether to take an 
accretion of wealth in the legal form of income or gain. On the 
other hand, gains are smaller in total and much more uneven in 
incidence than most other forms of income. The practical 
implications are not likely to be decisive. 
On this basis this report: 


e Reviews six main possible options for a form of local income tax, 
with possible variants (Chapter 1); 
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Sets the options for change in the context of the (unt: Dut not 
unique) UK system for taxing employment and other ~< “e, and 
its possible future development (Chapter 2); 


e Identifies seven main criteria by which a local inco:. might 
be judged, which have featured more or less promine: earlier 
discussions (Chapter 3); 


e Comments on the special issues concerned with resicerce for a 
local income tax (Chapter 4); 


e Measures the possible main options against these seven criteria 
(Chapters 6-10); 


e Looks at the implications that might be drawn from the way that 
some other countries arrange their local income taxes, given full 
weight to the limitations, as well as to the relevance of international 
comparisons of this kind (Chapter 11); 


e Tries to pull the analysis together, and identifies options which 
might be worth thinking about, recognising that any attempt to 
estimate precise costs, or any precise timetable for change, would 
need to await much more detailed study by policy and 
management teams (as necessary) in the offices that would be 
operationally concerned - the Inland Revenue, the Department of 
the Environment and the Scottish and Welsh Offices, the local 
authorities and employers (Chapter 12: Summary). 


Notes 

1 The paper generally uses the term ‘local authorities’ to include - 
for the sake of brevity and simplicity - States and Provinces in a 
Federal constitution as well as second-tier authorities in a unitary 
constitution; and it does not, except where it is important for the 
argument, take time to list the different types of authority in full. 


2 See, for example the discussion in Chapters 1 and 2 of the Green 
Paper Alternatives to Domestic Rates, Cmnd. 8449, 1981. 
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ei s underlying Figure 1 are given in Tables 1 to 3 of the 
rer with some summary figures for Scotland and 


could imply either that each individual local 

harge an income tax in addition to its existing 

(such as the Council Tax), or that one tier of local 

tid be given more or less exclusive right to charge 

ex 4 unecil Tax, or any successor to that tax, and another 

tier of joca! government should have the right to charge a new local 
income fax. 
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POSSIBLE FORMS OF LOC 
INCOME TAX 


As THE EARLIER STUDIES make clear, there is no sinjzic, unique, 
form of local income tax. There is a range of very different 
possibilities each with very different costs. They can perhaps 
conveniently be grouped into 6 main sets of options, starting at one 
end with a minimal iocal element and a maximum of central 
government management and control, and finishing at the other 
end with a wholly free-standing local tax, entirely independent of 
the central government bureaucracy and the national tax system. 


Option A: An hypothecated income tax 

Under this approach, there is no separate local tax on incomes; and 
local authorities have no direct responsibility for the amount of tax 
to be charged, or for its assessment and collection. Rather, the 
legislation provides that a predetermined flat-rate amount (xp in 
the £) of the national income tax is to be levied on behalf of local 
authorities and is to be paid out to them (on some more or less 
complex formula) to finance local authority expenditure. 


Option B: A ‘Layfield’ or mixed local surcharge and 
hypothecated income tax 


Under this approach:! 


e The tax on investment income remains a purely hypothecated tax 
(as in Option A), for which local authorities carry no policy or 
management responsibility; but 


Local authorities are responsible for setting the rates of tax on 
employment and self-employment income; and people resident in 
different local authority areas pay different amounts of tax on their 
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ccordingly. However, local responsibility stops 

1arge on the national income tax. The tax is 

Inland Revenue, alongside the national income 

diy the present PAYE arrangements, and on the 

is deducted by the employer or paid by the 

ime time as the national income tax, and is 

same remittance to the Inland Revenue. The 

25 not account to local authorities for the precise 

u p > it by or on behalf of their resident taxpayers, but 

makes a Jump suin settlement with each local authority on the basis 

of the local rate of tax and a statistical (sample) estimate of the total 
amount of taxable incomes in each area. 


Option C: A local surcharge on the national income tax 
Under this approach, local authorities charge local income tax at 
local rates on all income: not only on earned income (as in Option 
B), but also on investment income. As in Option B, the tax is 
administered by the Inland Revenue on behalf of local authorities. 


Option D: A local income tax, collected locally, on the 
basis of income as reported to the Inland Revenue 

Under this approach, local authorities are responsible for setting the 
rates of tax on all earned and investment income (as in Option C). 
The tax continues to be charged on the same basis as the national 
income tax, (again as in Option C). By contrast with Option C, 
however, the local authorities, not the national Inland Revenue, are 
responsible for charging and collecting the correct amount of local 
income tax from their locally resident taxpayers. The Revenue is 
responsible for determining an individual’s total income (both the 
amounts of income and any claims for reliefs or allowances); and 
this itself is assumed to imply a significant change in its present 
PAYE arrangements. The Revenue is also responsible for 
communicating that information to local authorities. However, its 
responsibility for local income tax goes no further than that. 


Option E: A local income tax, collected locally on 
information reported locally, but on a national tax base 
Under this approach, local authorities have full responsibility, not 


LOCAL INCOME TAX 


only for setting the rates of tax, and for assessing anc =: °cting it 
from the taxpayer or the employer, but also for esta. ng the 
necessary facts about taxable income - including the of any 
necessary personal local income tax return. The Inland sue has 
no responsibility for local income tax and is not res ble for 
providing local authorities with information abou yayers’ 
incomes. Under this option, however, local authorities :ot free 
to depart from the national tax base - to grant tax relief: ich are 


not part of the national tax system, or to withhold tax relieis which 
are given against national tax. 


Option F: A wholly free-standing local income tax 

This approach has all the local features of Option E. In addition, 
local authorities are free to set their own tax base, tax allowances, 
and rate schedule, independently of the national] tax system. 


The series of options from A to F above follows a broadly logical 
progression, with each step building on the step before, and adding 
a new element of local autonomy or complexity. It would, of 
course, be possible to structure a different sequence of options with 
a different mix of features. On the whole, however, it seems less 
plausible that a government, concerned with value for money, 
would, for example, wish to face the relatively complex business of 
giving local authorities freedom to vary the tax base, but deny them 
the simpler freedom to vary the tax rate; or that a government 
would require employers and taxpayers to submit separate tax 
returns to local authorities, but require local authorities to charge a 
uniform surcharge on the national tax base, akin to an 
hypothecated income tax. 

Within each set of options there is, of course, a range of variants. 
For example, Options B and following give local authorities 
freedom to set the rate of tax. This freedom (especially under the 
earlier options) might well be restricted to one rate of tax for each 
authority (xp, yp, zp, etc. in the £; or alternatively - and with a 
rather more progressive effect - x per cent, y per cent, z per cent, etc. 
of the national income tax charge) applying to all taxable income of 
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“* or it might (possibly under Option F) allow local 
charge progressive (higher) rates of tax on larger 
»a to the progressive national tax schedule. As 
2 freedom to depart from the national tax base 
relatively restricted (for example, to give a 
oessonal allowance), or much broader (for 
‘or new local forms of child care, or for local 

e5): 


NGtes 
1 Layfield Committee, Report on Local Government Finance, 
1976; Cmnd. 6453. 


11 


{ TUNL INCOME Bax 


CHAPTER 2 


THE NATIONAL TAX S¥ M 


ryn 

lo JUDGE HOW a local income tax might wo > needs to=m 
understand how the national income tax works in t , the ways— 
in which it differs from the tax system of many © countries 


which already have a local income tax, and the ways |): which it 
might develop over the years ahead. The present is important, 
because it is where we have to start. But - with due respect to 
Benjamin Franklin - the only certain thing about the future is that it 
will continue to change.! And it is important to try to judge the 
direction of change, and how any future developments could affect 
the options for a local tax. 


As The Tax System Is Now 


The taxpaying population 
Summary figures for 1990-91 show 25.7 million taxpayers? paying 
£55.3bn income tax; and the income tax system costing some 
50,800 staff in the Inland Revenue to administer3 

Income tax from different sources is charged under a series of 
Schedules: 


e Schedule A: rent and other receipts from land and buildings; 


e Schedule B (now obsolescent): income from the occupation or use 
of woodlands managed on commercial bases; 


e Schedule C: interest on certain British government securities and 


securities of foreign governments and public authorities; 


e Schedule D: 


Case I, profits of trade 
Case Il, profits of profession or vocation not dealt with under 
any other schedule 


Case Ill, interest and annual payments paid without deduction 
of tax 


12 


0 SEE SS CI 


THE NATIONAL TAX SYSTEM 


Cases IV and V, all income, other than employment income, 
arising abroad whether or not remitted to the United Kingdom 


Case V1, any other income, in particular income from furnished 
lettin a! profits not chargeable under Cases I 
and || 
® Sche i office, employments and pensions; 
@ Schedii! istributions. 
For 61 ? ical reasons, all countries have conventions for 
identifying differ types of income, and for applying appropriate 


tax rules to them. The precise details of the UK schedular system 
are, however, largely historical. In practice, far the most important 
‘schedules are now Schedules D (together with the minor Schedules 
A and B, yielding around 11 per cent of gross income tax receipts) 
sand above all E (yielding about 72 per cent). 

It is now unusual for a taxpayer to have only one source of 
iincome - such as a wage or salary. Some 80 per cent of all taxpayers 
Ihave two or more sources of income. The most common second 
source of income is, of course, from investments. For example, 
some 35 million people - of whom some 20 million may be 
taxpayers - now receive interest from 100 million or so bank and 
building society deposits (compared with, perhaps, 10 million 
People in 1976). In addition: 


e Of people whose main source is income under Schedule E 
(jprimarily employment or pension) some 2 million people 
(ttypically pensioners and agency workers) have more than one 
Sechedule E source; there are some half a million directors; and over 
a quarter of a million people earn a second income taxed under 


-Sechedule D (self-employment etc). 


= Of people whose main source is income taxed under Schedule D 
mporimarily self-employment) between a quarter and half a million 
=<eople also have a source of income under Schedule E. 
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Three recent developments have combined to adu an important! 


new category of people who are not, or should not !., (axpayers bua 
who are or may be involved with the tax administra These are: 

e Independent taxation: since 1990, a married w has beernm 
treated as independent for tax purposes, her inves! income iS= 
no longer aggregated with her husband’s and taxed marginal 
rate; and if below the tax threshold, she is en: to claims 
repayment of any tax deducted from interest or : nt of tax— 


credit on any UK dividends. 


e The abolition of composite rate tax on bank and buildirig society 
interest; so that someone whose income is below the tax threshold 
is entitled to register to receive interest gross, or to claim repayment 
of any tax that has been deducted. 


e The increase in the number of small equity shareholders, 
following the government's encouragement of wider share 
ownership, successive privatisation issues and the conversion of the 
Abbey National Building Society into a public company. 


As a result, by 1991-92 there were up to 15 million or so people 
below the tax threshold (mainly pensioners, married women and 
children) in receipt of investment income, which could be charged 
to income tax or advance corporation tax (ACT). Very many of 
them could register, and have registered, to receive interest without 
deduction of tax. Experience over the next few months may well 
show that many others, for one reason or another, will not in 
practice claim the tax benefits to which they are entitled. As against 
that, the 1992-93 Budget Statement introduced a fourth new 
development: 


e A reduced rate band of £2,000, with the result that 20 per cent 
will be the marginal rate of tax for some 4 million people, and 
many of these will be entitled to claim repayment of basic rate tax 
of 25 per cent deducted from investment income. 


Thus, over the last two or three years or so there have come into 
the tax system many millions of low-income people who are entitled 
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to - and many may reasonably be expected to - send in simple tax 

returns and claim repayment of tax or payment of tax credit. 
in brief, out of a total UK population of around S7 million 
(including infants and children), approaching 26 million people are 
able tc to another 15 million people have investment 
v be taxed at source. Five million or so employees 
the 15 million above) are within PAYE but not 

year as a whole. 


[Mme 
le E (employees and pensioners) accounted in 
ne 72 per cent of all income tax receipts and 79 per 
“cat Of al: taxpayers were chargeable under Schedule E. 

Just uncer 99 per cent of all Schedule E tax was deducted at 
source under the PAYE (pay as you earn) system. This was the 
responsibility of some 1.3 million employers. Over three-quarters of 
the yield was the responsibility of a small number of large 
employers (2 per cent of the total). A large number of small 
employers (more than a quarter of the total) were responsible for 
barely 1 per cent of the total yield. 

Virtually all developed countries have some form of withholding 
tax on employment income: 


e It is much cheaper to collect tax from, say, 1 million or so 
employers, than from 20 million or so employees. 


e It has cash-flow advantages for governments - and also runs with 
the grain of modern payment arrangements in so far as it provides 
for payment to be spread over the year. 


e It is much more secure against evasion, except in the special case 
of collusion between employer and employee. 


The form of the UK system, however, is unusual in seeking to 
collect - and generally succeeding in collecting - the right amount 
of tax from employees from week to week, and month to month 
during the year, so that the employee ends the year with no back 
tax to pay or tax repayment to claim. The Irish PAYE system is 
similar. The Japanese PAYE system also aims to finish the year for 
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the vast majority of employees, having deducted the correct 
amount of tax for the year as a whole (though this is achieved by an 


adjustment towards the end of the year, rather than a weekly or 
monthly adjustment during the year). 

Most other countries, however, including the Ur tates, aim 
for a more or less broad-brush deduction during t) ar, on the 
basis that taxpayers will submit a tax return after th -end, and 
then either pay any tax owing or (commonly) claii « any tax 
overpaid. 

PAYE in the United Kingdom uses both structur 4d admin- 


istrative devices to achieve its results. 

The tax structure has a long band of income subjeci to a single 
basic rate (in 1992-93 25 per cent). At 1992-93 levels someone could 
have taxable income (after all reliefs and allowances) of up to 
£23,700 a year, before becoming liable to higher rate tax (in 1992- 
93 40 per cent). In practice, in 1990-91 (the latest year for which the 
detailed out-turn is available) 25 per cent was the marginal rate of 
tax for some 24 million people, including 20 million employees 
(over three-quarters of all employees in PAYE,4 and nearly 95 per 
cent of all employees liable to tax). Around one and a half million 
people, including a little under one and a quarter million 
employees, were liable to higher rate tax. In 1992-93 the new 
reduced rate band, with a marginal rate of 20 per cent for some 4 
million taxpayers, will modify this pattern; and (though the precise 
outcome will depend on movements in earnings and employment 
over the rest of the year) the 25 per cent basic rate may be the 
marginal rate for something nearer 80 per cent than 95 per cent of 
employees; but the broad picture will remain. 

The administrative arrangements under PAYE rely on a 
sophisticated system of coding, coupled with the deduction of tax 
on a cumulative basis through the year: 


e The taxpayer's code will not only reflect the taxpayer's personal 
allowances (single, married, aged, etc.). It may also reflect other 
reliefs to which he or she may be entitled (such as professional or 
trade union subscriptions) and it may take into account other 
income, which has not been taxed at source (such as National 
Insurance benefits and benefits in kind). It may provide for the 
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collection of any tax underpaid for the previous year. And the code 
in certain cases may be reduced to protect the Exchequer, where a 
tax return has been requested, but not submitted. There are 50 or 
so possible codes - some of them pretty rare - which may be revised 
in the course of an Annual Review, or at Budget time, or at any time 
a 5 r. A little over half of all employees at any time are 

ne factor in their codes, and over one-third 2 or 


ystem of tax deduction means that, at every pay 

( akes account of all wages and salaries paid up to 

the ficiancial year, all tax deducted up to that date anda 
due propor (up to that date) of all reliefs and allowances for the 


year as a whole. With the help of the correct code, therefore, the 
taxpayer will (in a very simple example) have the correct benefit of 


one-quarter of the full-year reliefs to which he or she is entitled by 
the end of the first quarter of the year, one-third by the end of the 
first four months, and so forth - and any interim over- or under- 
payments will have been put right in the course of the normal 
weekly or monthly cumulative calculations. 


e The employer receives authority from the Revenue to apply a 
particular code to a particular employee. In the case of many 
across-the-board changes (particularly at the annual and budgetary 
reviews, and for employers with computer-assisted pay rolls), and 
following computerisation of the Revenue’s own PAYE system, 
codes can be changed relatively quickly and cheaply, but the 
process remains expensive where the code needs to be changed 
because of new information, such as a new claim from the taxpayer. 


e To support these arrangements - and help to maintain the 
cumulative ‘thread’ - the Inland Revenue’s own PAYE arrangements 
are largely employer-based. The tax records for an employee (and 
the relevant file, if there is one) will normally be held in the tax 
office dealing with other employees of the same employer. If the 
employee moves from one employer to another, his or her records 
will commonly move accordingly (the number of ‘movements’ in 
any year may be in the region of 40 per cent of all employee 
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records, but this includes a number of employees moving more 
than once in a year; and the number of people changing jobs in any 
year may be nearer one-third). The arrangements in Scotland are 
different. 


Other administrative arrangements support this system: 


e Income tax is deducted at the basic rate from m ymmon 
forms of interest (automatically satisfying the margina liability 
of the vast majority of employees without any for an 


individual return). 


» ACT is charged on dividends from UK companies (¢::abiing the 
tax credit to achieve a similar result). 


e On a number of major tax allowances (personal pensions, 
mortgage interest, charitable covenants, gift-aid, private medical 
insurance, vocational training) relief is given by deduction of basic 
rate tax at source. Thus, again, the vast majority get relief at basic 
rate automatically, without need for an individual claim. 


e On certain tax incentives (PEPs, TESSA) the mechanics of relief are 
essentially devolved to financial institutions - in a sense ‘privatised’ 
- again avoiding the need for the individual to submit a claim to the 
Revenue. 


As a result of all this, six out of seven employees do not need, 
and are not asked to submit annual individual returns of their 
income. Annual tax returns are needed only for the minority of 
people with more complex affairs - such as many higher rate 
taxpayers and directors. Some others (for example, with multiple 
sources of income) may be asked to send in a tax return from time 
to time. For the rest PAYE ends the year having deducted the right 
amount of tax, or so nearly the right amount that the Revenue has 
no need to trouble the taxpayer to send in a return, to demand 
additional tax or to repay it. For these people PAYE is neither 
‘Revenue assessment’ nor ‘self-assessment’: it is a ‘non-assessment?! 
system. 
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Self-employment 
The UK systern for taxing income from self-employment (Schedule 
D) has a number of features familiar in other tax systems. The 


taxpayer is viirecl to submit a return of his income. The Inland 
Revesue is reaitires} to satisfy itself that the return is correct and, if 
SO, 4 cordingly. In 1988-89 there were a little under 
th on people with income from self-employment 


(Sci d Il). 
some special features in the statutory regime 


th “or a local income tax. The tax liability is 
as cial ‘preceding year’ basis, with complex 
Ope: nd o--ing adjustments. As a result, the self-employed 
mers liability for a financial year will not often bear any direct 


relationship to his income in that year. Indeed, it will only be by 
accident if his taxable income over his business lifetime is the same 
as his actual income over that period. If he has multiple sources of 
income, his tax liability for a year may well be assessed to two or 
three quite different periods of time. Associated with the 
complexity of the statutory basis for tax, the arrangements for 
encouraging taxpayers and their agents to submit tax returns and 
accounts and for assessment are time-consuming and inefficient, 
earning the adjective ‘Neanderthal’ from the Keith Committee.‘ 
The government in 1991 authorised the Revenue to issue a 
consultative document® with proposals for legislative reform to 
simplify these arrangements. Consultations were still continuing at 
the time of writing. 


Other income 

The importance of the widespread arrangements for deduction of 
tax from investment income at basic rate, being the marginal rate 
for most taxpayers, has already been noted above. 


Summary of present position 

The result of these arrangements is that the Inland Revenue in the 
UK does not now have a number of capabilities which other 
countries have, when they run a local income tax: 


e The Revenue does not need, and therefore does not have figures 
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of total income for many employees.” 


e The Revenue does not need, and therefore does not have, up-to- 
date and reliable information about many taxpayers’ places of 
residence. 


e A taxpayer with multiple sources of income (fo: \ ample, a 
pension, a consultancy and a couple of directorsh), iay have 
different streams of income dealt with by different ifices up 


and down the country. 


e Individual tax liability for any financial year m ‘late to a 
variety of quite difterent calendar periods - during which the 
taxpayer may have moved from one local authority area {o another. 


It was presumably this combination of features which persuaded 
Revenue witnesses to the Layfield Committee to say that, if one 
wanted to arrive at a local income tax, one would not choose to 
start from here. 


As The Tax System May Possibly Develop 


In successive reports - starting with the ‘Direction of Change’ and 
developed thereafter in their management plans and Annual 
Reports - as well as a variety of consultative documents over the 
following 7 years - the Board of Inland Revenue has published 
materia] about the general direction in which the tax 
administration has been developing recently. 


Taxation of self-employed 

If the proposals on the taxation of the self-employed bear fruit, they 
could open up significant new possibilities for both UK tax 
administration and policy: 


e Their immediate objective would be to simplify the rules for 
taxing income from self-employment and streamline the 
administration - in particular, by moving from a ‘preceding year’ to 
a ‘current year’ basis of assessment - (as a rule of thumb, tax under 
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Schedule D tends to cost about three and a half times as much to 
collect as tax under Schedule E). The aim would be to spend less 
time cranking by hand the cogs of the Schedule D machinery, to 
make it easier for self-employed taxpayers to manage their own tax 
affairs, and to free more official resources for customer service and 
compliance. 


° Lk sad, they could open up a new possibility of - 
or at ajor road block to - total income assessing in 
the | ty of being able to set down in a single 
calcu. icce of paper, a taxpayer’s total taxable income 
for a give ocriod, and tax liability for that period. 

Somic aspects ot these changes will perhaps have been pioneered 


by the corporate sector, most recently with the new ‘Pay and File’ 
arrangements due to start in 1993. 


Bank and building society interest; and reduced rate band 

We have already mentioned the new arrangements for taxing bank 
and building society interest which came into force in April 1991, 
and the possibility that, one way or another, they may bring into 
contact with the tax administration up to 15 million potential new 
customers; and also the new marginal rate in 1992-93 of 20 per cent 
for 4 million low-income taxpayers. It is a curious thought that the 
Revenue may quite possibly shortly find itself receiving more 
returns from non-taxpayers than from taxpayers. To handle this 
new - high volume, low value - business the Revenue is needing to 
experiment with and possibly develop a number of skills and 
capabilities that might well be valuable in handling a wider return 
issue generally: 


e To capture third-party information (potentially up to 100 million 
items) electronically from the payers of income among the big 
financial institutions. 


e To match information from taxpayers themselves and from third 


parties (the payers of income) with a taxpayer’s computer record 
with a minimum of (expensive) clerical intervention. 


21 


LOCAL INCOME TAX 


e To explore the operational value of a more reliable record of 
taxpayers’ addresses. 


Schedule E 

Similar themes could also be relevant for the present PAYE. For 
example, the arrangements by which an employee's cords are 
held by the employer's tax office do not make y for the 
Revenue to get, or to give the taxpayer, a view of verall tax 
position, when he or she has more than one emplo: t or other 
source of income. The thing has to be done - and e - when, 
for example, someone has a higher rate tax liability vever, the 
present arrangements still reflect something of the ¢ -al origins 


of the schedular system, when the tax authorities ough they 
needed to know the amount of each source of income, did not need 
to know, and were not intended to know, the total aincunt of any 
individual’s income. To improve customer service and efficiency 
generally, the Revenue could find it helpful to develop ways of 
bringing all the necessary information together more conveniently 
in one place, when it needs to communicate with taxpayers or 
respond to them. In principle, this could mean either or both 
reducing the cost and increasing the speed of communications 
between different tax offices dealing with the same taxpayer, or 
handling all a taxpayer’s affairs within a single tax office (perhaps, 
though not necessarily, related to place of residence). Indeed, on the 
face of it, this could be a precondition of any move towards total 
income assessing. 

These various developments in hand or in prospect are within 
the ambit of present tax policy (though some would require new 
legislation); and they stand or fall on that basis. To the extent that 
they have common themes of reducing the costs of routine 
processing of bulk information returns, and making it easier to 
bring together information about the taxpayer’s address, total 
income and the tax due on that, they could also be consistent with 
any new policy that required a wider issue of tax returns, or a need 
for the Revenue to know more taxpayers’ addresses or total] 
incomes. 
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Possibie new developments for PAYE 
The present PAYE arrangements have considerable strengths. They 
bring in over £56bn of revenue, for the most part efficiently and 


securely. They ensure that the vast majority of individual taxpayers 
are not cirectly trou" Jed to submit a tax return, or pay tax direct to 
the Re the last few years they have successfully 
adap* to big changes to the taxation of husband 
and iid building society interest. 

At ; ihey have been criticised on two main 
grou expensive for the Inland Revenue to run. 
Inte: ons are always tricky, and to be used with 
cautio ior example, the UK PAYE is compared with its 
Uniica ec nt, the best estimate probably remains that of 
Professor Sandfoza ir: 1989.9 The total cost of the two systems may 


be proportionately much the same. Within that total: 


e The Inland Revenue’s costs are perhaps two or three times those 
of the Internal Revenue Service (IRS). 


e By a similarly striking contrast with the US practice, Sandford 
estimated that 2 out of 5 UK taxpayers (and 4 out of 5 taxpayers’ 
wives - admittedly in the days before independent taxation) spent 
no time at all on their tax affairs. 


In brief, the UK Revenue was doing in the UK much work that 
taxpayers and their agents did in the United States. In a similar 
comparison of total operating costs of the tax and social security 
contribution arrangements in the UK and Canada, Professor 
Sandford found a similar contrast, with lower official costs in 
Canada more than balanced by higher compliance costs for 
taxpayers and employers. 

It is of course very much a matter for political choice, how the 
costs of a tax system should be shared between the public and 
private sectors: and similarly how far employees’ responsibility for 
their own tax affairs should be eased so far as possible, or (on the 
contrary) made more perceptible. And, as emerged very clearly in 
both official and private sector evidence to the Layfield Committee, 
it would be the most elementary of mistakes, to look at the public 
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sector costs in isolation from the private sector costs. However, if 
under any government the political priority were to be to minimise 
the Revenue’s in-house costs, and to maximise taxpayers’ awareness 


of and responsibility for their tax liabilities, this could shift the 
balance of advantage towards something closer to the arrangements 
in other countries with a much wider issue of persor. returns. 

A second group of criticisms turns on the fact th UK PAYE 
does not adapt easily to certain kinds of possi! ow policy 
options, which some commentators have advocate: puts great 
effort into ensuring so far as possible that employers “2. > the right 
code for each employee and that the cumulati thread’ is 
maintained, so that the employee will end the year h» ving paid the 


right amount of tax. Well over half of tax offices’ tin:e in running 
PAYE is spent on ‘in-year’ work of this kind, and one-third on ‘in- 
year’ daily coding and movements of employees between 
employers. Any new tax policy that required a large amount of new 
end-year work on top of all that - for example, to handle many 
more personal tax returns - could make the system not only very 
expensive, but also very cost-ineffective, as more and more 
taxpayers needed to have their affairs handled two or three times in 
a single year. Thus, there are constraints on any policy that: 


e Effectively breaks up the long basic rate band, in such a way that 
the tax deducted at source from investment income, or from 
secondary PAYE jobs, or ACT, ceases to reflect the marginal tax rate 
for the great majority of employees; or 


e Similarly uses the tax system to claw back (for example, as in 
Canada) child or other social security benefits on a broadly 
progressive income scale; or 


e Gives a new tax relief of a kind that requires a high proportion of 
ordinary taxpayers to submit annual tax returns or claims (examples 
could include a system of transferable allowances between husband 
and wife, or a claim for relief on the first £x of an individual’s 
investment income, or for various detailed items of expenditure). 


Again, it is for political decision, whether policy options of this 
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kind are or are not desirable. If they were desired, they could again 
shift the balance of advantage - not necessarily decisively in the case 
of any single proposal - but more or less forcefully, depending on 
what precisely was proposed, and how that fitted in with other 
demands on the tax system - towards PAYE arrangements closer to 


the arrangements in oth ies, which turn on receiving large 
numbers of persona! and establishing a taxpayer’s total 
income. 

In conclusicn. » it developments seem likely to 
involve the Inland ’ capabilities of a kind that other 
countries find re} m! ing a local income tax. Some 
possible new poiicy options, if « future government were to be 


attracted by thern, could shift the balance of advantage towards a 
system with many rnore iax returns and more information about 
taxpayers’ total incomes, which again other countries find relevant 
in running local income taxes. But it remains a fact that these are 
not yet either requirements or capabilities of the present system. 


Notes 
1 “In this world nothing can be said to be certain, except death 
and taxes”. Franklin; letter to Jean-Baptiste Le Roy, 1789. 


2 Inland Revenue Statistics 1991. From 1990-91 a husband and 
a wife are counted as two taxpayers, with the advent of 
independent taxation. 


3 Board of Inland Revenue, Annual Report for the year ending 
31 March 1991. 


4 In 1990-91 there were some 27 1/4 million employees 
(including people receiving unemployment benefit) within 
PAYE; of these about 5 1/2 million people were not liable to 
PAYE tax. 


5 Keith Committee: Enforcement Powers of the Revenue 
Departments 1983. Cmnd 8822. 


6 A Simpler System for Taxing the Self-employed, Inland Revenue, 
1991. 
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The Revenue does receive end-year returns of employment 
income from employers (and also end-year returns of certain 
types of investment income from some financial insiitutions). 
These can be valuable for monitoring purposes. fi 2 umber of 


respects, however, involving both time and cover«..<. they 
would in present circumstances provide a signific fallible 
basis on which to charge a local tax on total emp ent (or 


other) incomes generally. 


The Direction of Change, Board of Inland Revenue ; 
successive Annual Reports of the Board and ann: 

Management Plans; and, most recently, The New /iiiai:d Revenue, 
an Overview of the Management and Grading and Organisation and 
Structure Reviews, Board of Inland Revenue, 1992. 


Administrative and Compliance Costs of Taxation, 
Professor C.T. Sandford et al. Fiscal Publications, 1989. 
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CHAPTER 3 


THE CRITERIA 


ce DISCUSSIONS seven main 
criteria by which a local + 


Two Fundamenta! ©: 


Local responsibility; 

The first of two funder her the local 
authority has power to decice how muc: ‘ax :arge and, if so, 
within what (if any) limits. 

If local authorities have a genuine freedom to set a rate of tax, a 
local income tax can deliver one of its classical objectives. That is, 
to give local authorities not only a wider tax base, but also a wider 
freedom to spend or not to spend, and a corresponding 
responsibility for financing optional expenditure. 

On the face of it, it seems possible that, if both central and local 
government are taxing incomes, there may be some conflict of 
interests, if not competition between them. In some countries there 
are rules to regulate any such conflict: 


e For example, in some countries central government may retain 
power to approve local income tax rates (for example, Belgium), just 
as local authorities, if one may describe in those words the States or 
Provinces in a Federal constitution, themselves may commonly 
retain power to approve the rates of any taxing power that they give 
to subordinate authorities (USA). 


e In some countries central government gives local authorities 
freedom to set a local income tax rate up to a prescribed level or 
‘cap’, but not beyond that without specific approval (Japan and, at 
least temporarily, Sweden). 


e In some countries the local authorities may have freedom to set 
any tax rate they choose, but the legislation places a limit on the 
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overall rate of tax that can apply to any individual’s income (as in 
Sweden before the 1991 tax reforms and Denmark). In those cases 
the central government tax is in effect the marginal tax. 


e Central and local government may tax different tranches of 
income (as in Sweden following the 1991 reforms). 


In other countries again, local authorities have ute freedom 
to tax, and it is left to the politica! market place ¢: are that the 
cumulative national and local tax take is not into e (USA and 
Canada). In Canada for example it is said that, in context of a 
new settlement with the Provinces in 1962, the Fe: 20vernment 


abated its take ‘to allow tax room’ for the provinciai income taxes. 

At one extreme, if the central government fixes ihe rate of tax, 
or sets a limit or ‘cap’ so low that virtually every authority has to 
charge the maximum - we have at least one of the main features of 
an hypothecated income tax. 

At the other extreme in some countries the state or provincial 
authorities have a constitutional right, not only to fix a simple rate 
of tax, but also to fix their own (independent of central 
government) tax thresholds, more or less progressive tax schedules, 
and tax reliefs and allowances. In effect, they are free to use income 
tax not only to raise finance, but also to further their own political, 
social or economic objectives. 


Local accountability/perceptibility to taxpayer 

The second fundamental question is, if you like, the local taxpayer's 
view of the first. How clearly does the local taxpayer perceive the 
local authority’s responsibility for taxing his income? How far does 
this perception make the local authority more accountable for its 
spending and taxing decisions? 

Under any local income tax option there is scope for imaginative 
presentation and publicity. Deductions from the pay slip and tax 
assessments can be itemised clearly to distinguish national and local 
elements. Explanatory leaflets can be enclosed with assessments Or 
posted through letter boxes, Ministers and Local Councillors may 
make speeches and so forth. 

However, there may for this purpose be significant differences in 
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the structure of the different options. For example, it may be felt 
that people will less easily perceive the ‘local’ nature of a tax that is 
assessed and collected wholly by the nationa! Revenue, as part and 


parcel of the normal collection of the ! income tax. The 
Layfield Committee in its Rey {i ich still remains a 
starting point for the deb in this country, 
argued at one point tha be based on local 
taxes paid directly by | 

Thus, more pei :thority more 
accountable, to the e rectly involved 
in the tax process. nts for central 
government to admir: gium), for local 
authorities to admini a rer it became a national 


responsibility (Switzerland}, for whoily separate and independent 
national and local tax administrations (USA) and for different 
patterns between central and local administrations even within a 
single state (Canada). 


Other Criteria 


Speed of introduction 

Any radical change in administrative arrangements will need some 
time to implement, even though IT and other systems are being 
increasingly designed to accommodate change, so far as that can be 
done at an affordable price. In brief, change requires an investment 
of time as well as money. The nature of politics, not to mention the 
five-year maximum term of any parliament, tends to discount 
changes with a long lead time. 

Of the six options in Chapter 1, only a hypothecated income tax 
could be implemented with broadly the Inland Revenue’s present 
information and systems. 

It was estimated at the time that Option B (the ‘Layfield’ option) 
would require something like five years to implement from the time 
of the legislation, “five years or more” overall. The precise time- 
table in present circumstances would depend on the precise details 
of the new system and the priority (including the priority for the 
necessary investment) that it was given by the government of the 
day. Meanwhile, though there is no basis on which to suggest any 
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alternative to the Layfield “five years”, the recent record is one of 
relatively fast adaptation of the Revenue’s administrative systems to 


new policy demands. 
At the time of the Layfield report PAYE was ir il:e process of 


computerisation. That complicated the then time 2!) °. The PAYE 
computer system went live in 1987. Since then i’ been much 
enhanced: and like any IT system, both hardware oftware will 
undoubtedly continue to need to be replaced and mnised from 
time to time. 

Starting from where we are now, the imple ion of any 
radically new income tax would need time to co: some or al 


of the activities necessary: 
e To consult with local authorities, employers etc; 


e To prepare legislation, and see it through Parliament (followed by 
any necessary subordinate legislation, or regulations); 


e To work out and set in place processes to acquire the necessary 
information about taxpayers’ residence, income or whatever; 


e Actually to get that information from taxpayers or payers of 
income; 


e To set in place processes for handling and sorting that 
information and communicating it between Inland Revenue, 
employers, payers of income and local authorities (as necessary); 


e For local authorities (in some options) to put themselves in a 
position to issue assessments and demands for tax to their local 
taxpayers, plus (in further options) to handle taxpayers’ returns, 
claims to relief etc; 


e For employers (in some options) to acquire the ability to deduct 
tax at different rates from employees resident in different areas; 


e For each player in the business to test each process rigorously, 
before the system went live. 
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Each of these processes would undoubtedly need significant new 
IT support, whether hardware or software, as well as recruitment, 


training and accommodation of the me: v staff. But that is true 
nowadays of almost a I ‘istrative task. The IT 
implications are part « major change - rather 


than a separate and ac 


Cost of adminisi#: 


Any major change | it the players (central 
and local governmes ayers) have to learn the 
rules of the new gara it, some local authorities 
are still absorbing ¢ effecis o: ‘ue changes from Rates to 
Community Charge, and from Con:rtunity Charge to Council Tax, 


and are, perhaps, a little bruised by the experience. There is a power 
(though not an absolute power) in the adage about an old tax being 
a good tax. 

Frictional costs aside, the different options have very different 
administrative implications and the need is to balance costs against 
effectiveness. Of the six options: 


e Only the hypothecated income tax requires little significant 
change in present procedures, and relatively little extra 
administrative cost. 


e The Layfield scheme sought to minimise the cost of the local 
element, but the costs of the local tax were still significant, and all 
effectively additional to the cost of the (already expensive) national 
tax. 


e Other options could be much more expensive again, combined 
with the present national system. But the balance could change, if 
the national tax system itself were to change. 


That said, a local income tax must add something to the costs of 
collecting income tax overall. 

In this analysis employers’ costs weigh alongside the authorities’ 
costs. The Revenue’s costs of collecting income tax average a little 
over 2 per cent overall, and its costs in operating PAYE approach 
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1 per cent. The best available estimate is probably that the private 
sector's, mainly employers’, costs are of a similar order of magnitude. 


Confidentiality 

The UK legislation makes the Board of Inland Re: responsible 
for the care and management of the income ta d prescribes 
strict rules of confidentiality for Revenue offici: th criminal 
sanctions for any breach). Except in a few speci: 5 explicitly 
provided by Statute - for example, in complia» th a Court 
Order in a drug prosecution - people outsid: Revenue - 
including Ministers - do not have access to intc on about 2 
taxpayer's affairs without his or her prior consent. is involved 
in confidentiality? What should be the rules for a xchange of 


information between the Inland Revenue and the local authorities 
for a local income tax? Would this be likely to pose problems? 


What is involved? 

In terms of sensitivity there are probably four main bundles of 
information which the Revenue might have, relevant to one OF 
more of the local income tax options: 


e About a taxpayer's address (many people are happy to be in the 
telephone book: but not everyone wants people to be able to find 
them easily); 


e About the size of someone’s total taxable income (public salaries 
are public knowledge, but some in the private sector are sensitive 
about how much or how little they earn. And there could, for 
example, be speculative comment, if it became known that a public 
figure enjoyed a taxable income much larger or - perhaps more 
intriguing - much smaller than one might have expected. A 
businessman could gain a competitive advantage if he got private 
knowledge that a competitor, or business partner was trading 
unprofitably); 


e About the details making up someone’s taxable income. This 


could include details of: 
the source of each slice of income (sensitive areas could include the 
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type of employment, business or investment, or the country in 
which a taxpayer's wealth is invested); 


the internal costs or, less probably, the busii oeesses of a trade 
competitor; 

personal or family circun s generally no 
problem. In some cases, fi sensitivity if it 
were known that a taxpa’ icd, or is (or is not) 


paying alimony; 


tax reliefs claimed: for exain someone did not wish it to 
be generally known that he liad legally reduced a large gross income 
to a much smaller taxable income by the creative use of various tax 
shelters; 


e About compliance: for example, where someone had been guilty 
of fraud or negligence in his tax affairs and in consequence was 
liable to pay substantial back duty and penalties to both the central 
and the local tax authorities. 


Exchange of information 
The case in principle for confidentiality is simple. People who are 
required by statute to disclose information about their private 
affairs have a right to expect that information will not be used for 
any purpose, other than that which Parliament explicitly legislated. 
And in practice a risk has been perceived that people will be less 
willing to provide the information needed to establish their correct 
tax liability, if they are not confident that it will be kept private. 
That said, the natural expectation might be that, if the Revenue 
had information which a local authority needed to establish a 
taxpayer's local tax liability, there should be no statutory bar to the 
Revenue exchanging information accordingly. We are concerned 
here with essentially the same information, for effectively the same 
purpose; and it would perhaps merely add to public and private 
sector costs, if the legislation were to require the taxpayer always to 
provide it twice, and for tax authorities never to cross-check. 
Overseas legislation commonly permits exchange of information for 
this kind of purpose, even where the local tax authority may require 
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a separate tax return for local purposes; and some legislations 
explicitly exempt a taxpayer from making a local tax return, if he 
has made a return to his national tax authority. 


Position of local authorities 


It may be felt that exchange of tax informati: ‘ith local 
authorities raises no new issues of confidentiality. L. iuthorities 
already get much information direct from their Ic itizens or 
their financial affairs for housing benefit and stud: ants; and 
they are well used to the need to safeguard its ¢ ientiality- 
Overseas local authorities get information over the > range Of 
taxpayers. 


Anxiety has been expressed in previous discussions that: 


e There is more risk of improper use of information, for ‘voyeurism’ 
or other reasons, at the higher income levels. 


e Smaller local authorities might find it difficult to maintain - if 
that is thought desirable - the same confidentiality barriers between 
official and elected representatives. 


e It would be more likely within a local authority area for elected 
representatives (if it were decided that they should have a part in 
the tax administration) to be concerned with information about a 
political opponent or business competitor. 


As against that, it would presumably be possible to legislate, if 
that were wished, the same kind of safeguards, and criminal 
penalties for any breach, as now exist for the national tax. 

The choice here would be for political judgement. Broadly, 
between the six main options: 


e Options A - C (local income taxes administered by the Inland 
Revenue) imply little or no new information for local authorities 


about individuals’ financial affairs; 


e Option D (a local income tax administered by local authorities, 
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on the basis of information about total income reported to them by 
the Inland Revenue) implies loca! authority access to people’s 
addresses and total incomes - but not details of their personal 
affairs; 


e Options E and F (locai incame -« wholly administered by local 
authorities) imply ful} locai i. ruc’ access to the range of data 
now available to the Iniand Revenue. 


In-year collection 

Some of the earlier discussions put much weight on the ability of 
local authorities to collect in the year the tax that they wish to 
charge for that year - and the disadvantages of a significant lag 
between the date of liability and the date of collection. 

This is not an issue in an hypothecated tax. Central and local 
government can negotiate together an acceptable schedule of 
payments from one to the other. Neither is it an issue with the 
Layfield variant (Option B). Certainly, there are substantial lags in 
the Layfield system, but there is no structural link between the 
payment of tax by any individual and the receipt of cash by any 
local authority. For purposes of local authority cash flow the 
position seems close to that under an hypothecated tax. 


For the other variants: 

e There is on the face of it no over-riding reason why payment of 
local tax on self-employment income should not follow the 
national pattern. This is one of the areas put out for discussion in 
the current consultative document (see Chapter 2). To the extent 
that payment continued to lag behind the period of liability, this 
would need to be one factor to be taken into account in the 
transition from grant to local tax. 


e For employment income there could be a choice (see particularly 
the discussion in Chapter 10) between continued deduction at 
source, or end-year payment, or provisional in-year payment with 
an end-year settlement. Most overseas local taxes provide for some 
deduction at source - either by reference to current income OF (for 
example, in Japan) by reference to the previous year’s income. 
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The buoyancy of income tax necessarily means that, just as the 
yield rises when incomes are rising, so it increases more slowly, if it 
does not actually fall, when the economy is depressed. The margin 
of error between forecast and out-turn is not of an order to raise 
questions about its value for national revenue purposes. It may, 
however, be relevant to the question whether a loca! income tax is 


best seen as the only, or as an additional source of io-2' revenue. 
Flexibility 

Income tax yields big money, with each Ip yieldi me £2.5bn if 
a full year. The Layfield Committee, in particu:: eard anxiety 
that local authorities might not want to, and in p ce should no} 
always, set local income tax rates to the nearest whole 1p, or tc 


move only in steps of even '2p or '4ap. They contrasted the 
flexibility of the rating system, in which rates could be set to up te 
two decimal places. 

The constraints are of two kinds. Within the national tax system 
they are essentially of cost-effectiveness and simplicity fo 
government and for employers. Undoubtedly, it would be possible 
to charge income tax at a fraction of 1p. However, there would be « 
cost, as employers revised their computer programmes and forms te 
make room for one or more decimals; and the continuing cost 
could be particularly troublesome for the large numbers of smal 
employers without IT support for their payrolls. On balance, it ha 
been felt that the national financial system is sufficienth 
sophisticated, not to need this complication, and not to make i 
cost-effective. 

Fractions of Ip in a local income tax could add special problems 
Within any range of rates, it would obviously multiply the possibl 
options: up to 10 times, if local authorities could go down to on 
decimal place; up to 100 times at two decimals. Employers, ane 
again in particular small employers without IT support, could unde 
certain options be required to operate a formidable number of ta: 
tables as their employees travelled in to work from different loca 
authority areas. The Layfield Committee suspected that, if th 
administrative burden, on top of the present sophisticated PAYE 
were not to be unmanageable, it would be necessary to restrict botl 
the number of local authorities entitled to charge local income ta: 
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and the range of possible tax rates. 
IT support has of course increased greatly since Layfield, and 


reliable payroll software has (wih Revenue support) become much 
more widely available. Bu general pattern remains. Though 
precise figures are ailai it probably helps to indicate the 
pattern, though provabi ating it, to look at the proportion 
of employers wh« their end-year returns to the 


authorities on magne 


e Virtually all the one nun or more employers with over 30,000 
employees make returns cii magnetic tape. 


e Barely one-quarter of one per cent of the nearly one million 
employers with 20 or fewer employees submit end-year returns on 
magnetic tape (though many of them no doubt use some less 
sophisticated form of IT support). 


Overall, perhaps a quarter of employers may have their own 
computer, or bureau support for their payrolls. 

The practical problems of a fractional rate do not seem to arise in 
the same degree with a system relying on end-year assessment. The 
arithmetic is done within the authorities’ computers, and the 
taxpayers’ concern is more with the size of their tax bills than with 
the mechanics of the calculation. The government White Paper of 
19811 envisaged that, under an end-year tax system, it would 
become administratively practical for local income tax to be 
charged down to the level of the 450 or so (then) lower-tier 
authorities. 

Thus, for example, in the United States, a local school board 
seems free, within the limits set by its state government, to set a tax 
rate of 0.6179 per cent.2 


Notes 
1 Alternatives to Domestic Rates, Cmnd. 8449. 1981. 


2 Portland, Oregon. 
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CHAPTER 4 


RESIDENCE 


[hl hea ANY local income tax (other than an hypothecated tax) 
there need to be rules, identifying who is liable for local income tax 
and what income each local authority is entitled to ‘ax. 


Liability 
As the earlier literature emphasises, ‘residence’ can ai the margin 
be a complex question, with much case law to guide it, and a 
variety of Double Tax Treaties to constrain it. One possibly 
attractive suggestion in earlier discussions! was that ‘residence’ for 
local income tax should follow on from the determination of 
‘residence’ for the national tax. If someone is non-resident for 
national tax, then he or she cannot be resident for local tax in any 
local authority; if resident for national tax, he or she must be 
resident for local income tax somewhere. It is ‘simply’ a question 
of determining in which local area liability will arise. In principle, 
problems of ‘double taxation’? and the ‘nowhere resident’ should 
not arise, where they do not already arise and need to be resolved, 
for national tax purposes. 

A similar rule might apply, with similar results, in certain 
special cases, for example: 


e Where the UK exercises rights to tax income of a permanent 
establishment situated in this country, but owned by someone 
resident abroad; 


e Where the UK does not tax the world-wide income of someone 
who is resident here (perhaps because of relief for income taxed 
overseas, or under the special remittance basis for people resident 
but not domiciled here). 


Resident where? 
Within that broad approach, the choices, in principle, are: 
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e The residence of the taxpayer; 
e The source from which the income is derived; 


e A mixture of the two. 


In practice, the previot < siudies have been pretty much in 
agreement that residence as a rule is the simpler and more 
straightforward basis. Vinat is also as a rule the basis for local income 
taxes in other countries. it remains a reasonable working 
assumption that any local income tax in the UK would at least 
primarily be charged on the income of people ‘resident’ in the area 
of the local authority. But there could be occasion - and there are 
overseas precedents - for alternatively taxing business income in the 
area where a permanent establishment is located, in the special case 
where the owner of the business is not resident in the UK. 


Resident when? 
The choice here is between: 


e Fixing residence for a year by reference to a single point in time; 


e Looking for a more precise allocation of responsibility, according 
to the precise period for which a taxpayer is resident in each local 
authority area. 


In practice, most countries deem a taxpayer to be resident in a 
particular area, if he or she is resident there at a particular statutory 
date. In some cases (for example, Canada) this is the last day of the 
year; in others (for example, Japan) it is the first day. The Layfield 
Committee (because of the particular nature of the tax system that 
they envisaged) had in mind a date some months before the 
beginning of the financial year. There are instances, however, where 
local authorities (for example, in the United States) are prepared to 
apportion periods of residence within a year, so that a taxpayer 
moving from State A to State B is liable to income tax 1n State ee 
the months up to his departure and in State B for the months after 
his arrival. The trade-off is between simplicity, but a deg: 
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rough justice, with a fixed statutory date; or alternatively the 
significantly greater complexity of a more precise adjustment after 
the year-end. The number of changes of address that are relevant for 
the purposes of a local income tax would depend very much on the 
size of the local authority authorised to charge the tax: on anything 
approaching Layfield’s assumptions, however, leaci ig to some 2 
million relevant changes of address, there would be «‘;ong practical 
arguments for choosing the simpler option. 


Emigrants and immigrants 
For people moving into and out of the UK one . Id apply the 


‘statutory date’ approach in either of two ways: 


e Deem the taxpayer to be resident in the area in which resident on 
the first day after arrival (last day before departure); 


e Exempt from tax anyone not resident in the UK on the statutory 
date. 


The former approach is, for example, that followed in Canada. 
The latter is on the face of it simpler, but wide open to exploitation, 
in particular by migrant workers who might take care never to be in 
the country on 6 April. 


Overall, as Layfield found 16 years ago,3 overseas experience does 
not seem to suggest that local tax authorities have found undue 
difficulty in practice in establishing ‘residence’ by reference to a 
taxpayer’s principal residence, or in the absence of that centre of 
economic activity. In the great majority of cases there would 
probably be no need to question the taxpayer's own statement in 
the tax return, or ‘residence confirmation’ (depending on what 
form the local income tax takes). As a matter of law, however, it 
would seem desirable that the location of a taxpayer's residence for 
local income tax should depend on the facts, and not (as, for 
example, for capital gains tax, where the market pressures work 
quite differently)* on the taxpayer’s election; and that there should 
not be free scope for high income people to claim to have thei 
‘principal residence’ at accommodation addresses in low tax areas. 
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On that basis a local authority could have a right to challenge a 


taxpayer’s claim, if it did not appear correspond with the facts; 
and the existence of that right coi be enough to ensure that 
it seldom needed to be exerci seal might lie on the facts 
to the local income ta: issioners (perhaps to the 
panel for the area in whi i -iaims to be resident, who 
might be expected to be ‘a cal practice). All parties - 
the taxpayer, the locai < 1ich he or she claims to be 
resident, and the autho “mas him or her as a resident - 
would presumably have a right te be heard. 


Enforcement 

No tax is viable, if it cannot be enforced reasonably effectively. The 
particularly vulnerable areas for local income tax are, not 
surprisingly, much the same as for the national tax; migrant 
workers and subcontractors, casual and part-time workers, people 
generally without a (known) fixed address. For a local income tax 
the authorities would need not only to identify people of this kind 
with taxable incomes, and collect tax from them (which can be 
difficult enough), but to attribute to them a particular local area. It 
is possible that in some areas of activity - for example, perhaps in 
the less formal areas of business - local knowledge could add 
significantly to the effectiveness of the national tax system. 

One requirement, for any effective tax, is reasonably good 
voluntary compliance from the vast majority of taxpayers: they 
must feel the tax to be reasonably fair (so that non-compliance is 
not seen as morally justified) and they must perceive a genuine risk 
in non-compliance (so that it does not become something that 
‘everyone does’). For this reason, as well as for the potential direct 
threat to the revenue, a second requirement is that the authorities 
should be able to take reasonably effective action against evasion. 

As always, it is a question of balance. No national tax system can 
be 100 per cent secure, and there is no reason to expect higher 
standards from a local income tax. For example, it is said that the 
Japanese have had a rule of thumb, expressed as ‘Ku-Ro-Yon’;> 
roughly 90 per cent of employment tax is paid voluntarily, 60 per 
cent of self-employment tax, and 40 per cent of farming i 
other countries the figures are different. But experience indicates 


ax. In 
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something of a similar dispersion of experience, as between ta™ 
deducted from employment and other income at source and othe= 
collection arrangements, and as between more and less forma= 
sources of income. In particular, UK experience with the 
Community Charge has left a number of local] authorities very 
aware of the potential difficulties of collecting smal! amounts of ta® 
direct. 

A later chapter discusses two possible techniques which might 
contribute to more effective enforcement of a loca: 


e A register of taxpayers, and their addresses, each with a unique 
reference, and a reference to the appropriate Jocal authority, 
maintained and used jointly by the central and local authorities 


(Chapter 8, pp 59-60); 


e A withholding tax for employment income (and the special! 
subcontractor arrangements), and investment income, at a rate 
which would encourage taxpayers to identify their local area of 
residence, and which would secure at source at least a reasonable 
proxy for the correct tax in those cases where information is not 
available at the time (or in some cases ever) to charge the correct 
local rate (Chapter 8, pp 60-62). 


Notes 
1 Administration Options for a Local Income Tax, John Kay and 


Stephen Smith, IFS, 1986. 


2 In principle, it would seem inappropriate in an income tax for a 
taxpayer with houses in two local authority areas to pay local 
income tax twice on the same income (a different kind of 
potential double taxation). On the assumptions in this report, 
however, both houses would be liable for Council Tax. 


3 Cmnd. 6453, Appendix 8; Report by Cooper and Lybrand 
Associates Limited. 


4 For capital gains tax the market incentive will as a rule be for the 
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taxpayer to nominate the most valuar: “5 houses as his 
principal residence; and that wil! co: iy not invariably, 
reflect the facts. For a local } yuld be no basis 


for any similar presumpti 


The Japanese Tax Systeiz: ishi, The 
Clarendon Press, Oxfor 
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CHAPTER 5 


AN HYPOTHECATED INCOME TAX 
(OPTION A) 


lex IS AT ONE EXTREME of the range of optic ‘th minimal 
local involvement and maximum central gove! nt control. 
Many would not regard it as a local income tax at @!. 

However, it is perhaps worth looking at brieflv: to help set 
the context for the later more radical options; and y because it 
has perhaps some features in common with thos: focal income 


taxes abroad which are collected by central government, on the 
national tax base, within rates controlled by central government. A 
‘Layfield’ local income tax (Option B) with a low ‘cap’ on the rate of 
tax might not in practice be very different from an hypothecated 
tax. 

Under Option A there is no structural link between what any 
local authority spends and the income tax that its loca] residents 
pay. Nor does any local taxpayer pay income tax to the local 
authority. Thus, by the criteria of local authority responsibility and 
accountability Option A rates at best a low score. Its aim might be: 


e To bring home more dramatically to local taxpayers the cost of 
local authority expenditure. For example, some people may find the 
figures of total local expenditure (some £50bn) so large as to be 
almost meaningless. They might find it easier to relate to a 
statement that it is costing them, say, 6p or 9p in the £ on their 
income tax (in addition to their Council Tax). The usua] media 
techniques would be available to central and local government to 
publicise the figures. 


e To give local authorities some more assurance of their future 
revenue than they now have from the annual grant negotiations 
with central government. The uncertainty would, of course, remain 
that Parliament could legislate at any time to change the formula. 
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ATED INCOME TAX (OPTION A) 


However, (as with the indexation of inca: 
would be a statutory presumption 
would be on central governme: 
formula would need to tax 
tax is an annual tax whic! 
pass new legislation to ch 
In brief, the effects o! 
presentational. By the s 
the national tax syste 1a 


ne tax thresholds) there 
tinuity and the onus 

| to change that. (Any 

‘t that the UK income 
ear Parliament does not 


iax would essentially be 
dl require little change to 
ps, some more detailed 


Statistical work on the di: xable incomes between local 


authority areas). It would there:ore 


be relatively quick to 


implement, cheap to run, easy to collect and flexible; and it would 
imply no change in taxpayer confidentiality. 


LOCAL INCOME TAX 
CHAPTER 6 


A MIXED LOCAL SURCHAR¢ ® AND 
HYPOTHECATED OR ‘LAYEIF — TAX 
(OPTION B) 


LHE SCHEME DEVISED by the Layfield Commit 1976 was 
an ingenious compromise, designed to graft a gen local tax 
on to a basically rather incompatible national tax roc 

Layfield seems to have started from two basic perce ic 1s: 


e It would be out of proportion (the ‘tail wagging the dog’) to seek 
to change the national tax system to accommodate a local income 
tax; and critically, therefore, out of proportion to change the UK's 
present national (cumulative) PAYE system. 


e It would be unduly expensive (see p.24) to have a system in 
which the national tax focuses its resources on pre-year and in-year 
coding, and in addition a local tax focuses on end-year returns and 
assessment - with individual taxpayers’ affairs being processed up to 
three times in a single year. 


For employment income, therefore, a Layfield scheme would 
rely on the present PAYE system to continue to collect the right 
amount of (national and local) tax for the vast majority of 
employees. For this purpose: 


e Each local authority would set a rate of local income tax for its 
area and inform the Inland Revenue accordingly. 


e The Revenue would establish the local authority area in which 
each employee was resident, perhaps with local authority help. 


e The Revenue would add the appropriate local tax rate to the 
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national tax rate for each employee, and (through an extension of 
the PAYE coding arrangements) instruct employers to apply the 
appropriate aggregate (national plus local) tax table accordingly. 


e The Revenue >t ask employers to calculate or account 
separately for { | and local constituents of the total tax 
bill. It would the yield of the local tax to each local 
authority on a : asis. 

For self-em, income the same first two steps would 
apply in much way. When the self-employed taxpayer 
submitted retur <ounts, the Revenue would similarly add 
the local to the =i ; tax rate, to calculate the overall tax rate, 


and assess and colicci tax accordingly. The Revenue could 
distribute the proceeds to each local authority on a statistical, or 
possibly an actual basis. 

Investment income would present a different problem: 


e To keep down administrative costs, it would remain essential that 
the tax deducted at source should continue to be the marginal rate 
of tax for the vast majority of employees, so that they have no need 
to submit an annual tax return (see p.18). 


© However, for a variety of practical reasons, including the common 
use of nominees, it would hardly be realistic to expect banks, 
building societies, companies etc. to deduct tax at different rates 
according to the local residence of each beneficial owner of an 
investment. 


e At the same time there would be the potential loss of equity,and 
also risks of distortion, or arbitrage, if the tax system opened up a 
wide new structural imbalance between the overall (national plus 
local) rates of tax on earned and investment incomes. 


The Layfield solution was to cut the Gordian Knot. It charged 
local income tax at a flat rate, regardless of the particular local 
authority area in which the beneficial owner of the investment was 
resident, in addition to and along with the national withholding 
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tax on investment income. Effectively, it contented itself with an 
hypothecated tax on investment income. 


Local responsibility 


The strength of this approach is that local authori ould be free, 
subject to any limits set by central government, >t their own 
rates of local income tax, and to apply thos: 5 to earned 
incomes, which in practice represent the lion’s of personal 
incomes. There would almost certainly be practi: straints (see 
below) on the number of different rates that stem could 
reasonably accommodate. 

Local authorities would not have this re ‘ibility for 
investment incomes. This would reflect an underi ippreciation 
that the amounts of tax at issue here would be miicl: smaller, and 


the costs of imposing a local (locally variable) rate of tax on 
investment incomes relatively much greater. There would be 
political issues here. For what it is worth, there are overseas 
precedents for a local authority exercising taxing power over earned 
and investment incomes (Canada), earned but not investment 
incomes (Sweden), and investment but not earned incomes (New 
Hampshire, USA). 


Accountability 

It is difficult to be confident about how a Layfield scheme would be 
perceived by local taxpayers, and how much it would therefore add 
to local authorities’ accountability. 

The fact would be that most people would pay different amounts 
of income tax, according to the local authority area in which they 
were resident. Arguably, they would be acutely conscious of this - as 
they have been of different rates of Community Charge. As with an 
hypothecated tax, the usual media techniques would be available to 
publicise the results - and the differences between local authorities. 

As against that, it is of the essence of Layfield that the local tax is 
integrated with the national tax and administered by the Inland 
Revenue. It is arguable that many people tend to focus simply on 
the top and bottom lines of their pay slip: the rate of pay and the 
amount they take home. To the extent that this is true, people 
might just lump local tax in, more or Jess indiscriminately, with all 
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s from pay - national tax, 
tions, etc. The Layfield 
atively imperceptible”. 


the other deductions and stoppage 
National Insurance, pension « 
Committee itself described 


Speed of introductior: 
It was thought at the time 
region of five years to 
become much more p< 
analysis, the timetable w« 
summarised on page 30. 


: scheme would take in the 

f support has meanwhile 
sophisticated. In the final 
ated by the basic requirements 


Cost of administration 
After detailed discussion between the Committee and the Revenue, 


it was estimated that the Layfield scheme would cost in the region 
of 12,000 or 13,000 additional staff-years in the Revenue on a 
manual basis - perhaps 25 per cent less with the then envisaged 
computer support. Though the scheme was designed to introduce a 
genuine local responsibility with a minimum added cost, the new 
local tax would have required large amounts of new information 
each year (about taxpayers’ residence) as well as new procedures (to 
communicate that to employers) - neither of which was needed for 
the national tax. All the present (very expensive) requirements for 
the national income tax would have remained. 

Only the Revenue would be in a position to update that 
estimate; and they would need to do a highly detailed exercise, on 
the basis of a precisely specified scheme. It is possible that new 
developments in optical character recognition technology might 
very significantly reduce the cost of handling returns from 
taxpayers, and in particular very simple returns or declarations 
confirming their principal residence. However, getting in and 
processing 20 million or so returns - and communicating revised 
codes to employers etc! - is never likely to be a cheap business, even 
if the amount of information on these returns is fairly limited and 
machine-readable. 

There would also have been significant compliance costs for 
employers - in particular, as always, the smaller employers without 
IT support - to put themselves in a position to apply the right 
(national plus local) rate of tax to each employee. It is not unknown 
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in other countries’ PAYE systems for employers to have to run 
several tax deduction systems in parallel (employers in New York 
may have to deduct tax from payrolls on behalf, separately, of the 
IRS, New York State, and New York City). However, ine UK PAYE is 


already complex. The Layfield Committee suspec. | 1at employers 
would find a local income tax deduction unr eable, unless 
taxing power was restricted to a limited ni of top tier 
authorities, and the rates of tax were restricted »s of perhaps 
leap or Yap. 

Within this general approach, Layfield envis hat it would 
be for the Revenue to take information from | payer about 
address and local authority, and according! instruct the 
employer what rate of tax to apply to each e: ee (Revenue 
notification). In principle, it would be possible t: i for a rather 


different division of the work between the Revenue a::d employers. 
For example, it might be possible to require the employee to notify 
the employer of a ‘principal address’ and post-code; and for the 
employer then to be responsible for identifying the relevant local 
authority area and tax rate (employee notification) - consulting the 
Revenue, presumably however, in certain difficult or doubtful cases. 

The latter approach might be seen as consistent with the trend 
of some recent developments to ‘privatise’ some of the costs of 
running the tax and social security systems. As against that, earlier 
experience suggests that employers might well be concerned at the 
implications for their costs of taking in, and maintaining for 
Revenue audit, large numbers of new bits of paper from their 
employees, and particularly concerned by any proposal that made 
them responsible for exercising judgement on tax claims from their 
employees. Arrangements would be needed to handle those cases 
where (unknown to the employer under present circumstances) the 
employee’s code takes account of matters irrelevant to his current 
local income tax liability - for example, an underpayment of 
national income tax in an earlier year, or some investment income 
not taxed at source. 

Beyond that, the day-to-day running costs would seem likely to 
depend very much on the quality of IT support that could be made 
available to the individual employer - particularly, as always, the 
smaller employer. 
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Confidentiality 
Local authorities would have no 
financial affairs. All operatio: 
Inland Revenue. 

There would be a ch 


o data about an individual’s 
would be handled by the 


ich for information about a 
taxpayer’s residence. Ih »e done wholly between the 
Revenue and the taxpa simple annual return; or the 
local authority might | :e address register up to date 


and complete. 


Collection in-year 
Subject to the outcome of the Schedule D consultative document 


(see above), and any necessary consequent new legislation, a 
Layfield scheme does not seem to pose any very difficult new 
questions for collection. 


Flexibility 

As noted above, Layfield felt that the administrative costs to 
employers would almost certainly constrain the number of local 
authorities empowered to charge local income tax, and the range of 
rates that they could choose. 

So that the Revenue could include in its autumn coding review 
the information about a taxpayer’s address, ‘residence’ for local 
income tax purposes would have been established in the autumn of 
the preceding year. It is fairly common in overseas countries for 
residence for local income tax purposes to be determined by 
reference to a single point of time - though usually at the beginning 
of the fiscal year; though there would clearly be a disadvantage, to 
the extent that local authority finance committees needed to settle 
a tax rate very long before the beginning of the financial year. 

In a few countries there is provision for apportionment between 
local authorities when a taxpayer moves residence in we course 
the year. However, if this were thought worth while, it the ; 
relevant to a possible end-year assessment system, rather than to 


Layfield system. 
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Notes 


1 


It was estimated that the main components of the staff cost of 
the Layfield proposals were; issue and examination of returns, 
20 per cent; coding, appeals and notification to employers, 
30 per cent; extra assessment, 30 per cent; norm E taxpayers 
and queries etc. 20 per cent. Revenue evidence elect 
Committee on the Environment, H.C.217-vii, 


OPTION C 


A LOCAL SUF , ON INCOME 


ADMINISTE AE INLAND 
REVENUE ' HE PRESENT 


SYST! LON C) 


Alsi HAS ALL THE local features of the Layfield Option B. In 
addition, investment income is subject to local income tax to the 
same extent as earned income. 

The analysis in Chapter 6 in relation to earned income, and in 
particular to employment income taxed under the present 
cumulative PAYE, is largely relevant, and is not repeated here. 

The objective of extending local income tax to investment 
income might be increased local responsibility and accountability. 
All local incomes would feel the consequences of individual local 
spending decisions. The minority of people largely or wholly 
relying on investment income, including retired people, would not 
be immune. 

The disadvantage is cost. The withholding tax rate would cease 
to be the marginal rate for most taxpayers. If as a consequence large 
numbers were required to send in annual tax returns, the costs, on 
top of the present pre-year and in-year handling, could, for the 
reasons explained in Chapters 2 and 6, be formidable. The basic 
Problem would be much the same, whether the tax were 
administered by the Inland Revenue (as assumed here) or by local 
authorities (as in Option D). 

There are various devices that could reduce that cost. For 
example, a flat-rate local withholding tax could be added to the 
national withholding tax on investment income genenlly 
Option B); and only incomes above a given threshold co ) 
subject to a locally determined (variable, but presumably higher 
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local income tax. In effect, this would be a compromise between 


Options B and C. 


This option is included as part of the logical progression 
suggested in Chapter 2. For practical purposes, however, there must 


be a point beyond which it would not be sensible | 
options, requiring a lot of end-year work, to a P: 


present kind, and a point at which the balance © 
shift decisively towards refocussing the tax systen 
year returns of income and assessment. 

The main implications of a local income tax 


present cumulative PAYE system, but to a non-cui 


system, are discussed in Chapter 8. 
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OPTION D 


CHAPTE! 


LOCAL TAX, CG } LOCALLY, 
ON INCOME A* ‘ED TO THE 
INLAND RE OPTION D) 


Implications For The National Tax System 


A radical new step 

Conceptually, Option 1) starts from the position in the previous 
option (local authorities set a local tax rate for all income, earned 
and investment); and it then adds a new responsibility for local 
authorities to assess and collect that tax from individual taxpayers, 
on the basis of Inland Revenue data about taxpayers’ incomes.! 

In practice, as the discussion on Option C foreshadows, it 
probably presupposes a fundamental change in the national! tax 
system. It requires the Inland Revenue to have information, which 
it does not now have, both about employees’ residence and about 
their total incomes. This, in turn, requires people generally to send 
in annual returns of income and the Revenue to process them. And 
at this point it would not be easy to justify the costs of cumulative 
PAYE. The object of cumulation is to end the year having deducted 
the right amount of tax. A local income tax of this kind, applied to 
investment income, would in all too many cases make that 
impossible. 

Thus, Option D relaxes the assumption hitherto, that the present 
PAYE system is retained broadly in its present form. The assumption 
here is that the tax system generally is refocussed (both for national 
and for local tax) towards a non-cumulative PAYE and a much more 
§eneral issue of returns, leading to end-year assessment. et 

f this kind, 


It would certainly be possible, under a tax system 0 
become on behalf of local 


for the Inland Revenue to collect local tax ; 
le as in Options Bap 
y and accountability 


authorities - very much on the same princip 
C. The implications for local responsibilit 
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would be very much the same as under those options. As the 1981 
Green Paper acknowledged,? the administrative costs could be very 
much less, as taxpayers would already be making a return for 
national tax purposes, and would not need to send in a separate 
return for local income tax. 


However, a further assumption underlying Oc on D is that, at 
the point where the system contemplates a loca! ne tax based 
on end-year assessment, it becomes possibic «| ontemplate 
(though it is obviously not an operational req: nt) that the 
local authorities (not the Inland Revenue, a ve previous 
Options) should issue those assessments in their ames, much 


as they now issue demands for other local taxes. 


A different PAYE system 

Some of the strengths and weaknesses of the press: cumulative 
PAYE system were summarised in Chapter 2 ‘pp 23-5). Non- 
cumulative systems also have strengths and weaknesses, including 
the need to handle the so-called ‘paper mountain’ of tax returns in 
the few months after the year end. It would be well beyond the 
scope of this paper to try to argue to a conclusion the balance of 
advantage, or develop an alternative, non-cumulative, national 
PAYE system. Layfield argued that it is not a change that many 
governments would be likely to make solely for the purposes of a 
local income tax. 

As a basis for the analysis in the rest of this chapter, however, it 
may be convenient to note briefly the main features of the kind of 
PAYE system that is familiar in the United States and many other 
countries. Tax is deducted from employment income on a more or 
less broad-brush basis during the year, non-cumulatively. The 
employee makes a return of his income at the year-end. In the 
United States, though not in many other countries, the taxpayer 
calculates his or her own tax liability and pays it, at the same time 
as submitting the return: self-assessment. There are strict and strictly 
enforced rules for compliance. 


If the United States is an example: 


e The national revenue authorities could on balance (after the 
initial investment in change) have Significantly lower running 
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sgh that becomes 


costs. They have much less routine wo 
“tamer service and 


highly seasonal) and can concentrate 
compliance. 


-y have to send in 

more responsibility, 

or keeping their tax 

f the nature of non- 

2.e compliance - they will 

luring the year, with a right to 


¢ Taxpayers have significantly ! 
annual tax returns. They have 
as compared with the reveni.: 
affairs straight. As a rule - p 
cumulation, but also to help s« 
suffer an over-deduction of ia 
claim repayment after the year-end. 


¢ The position of employers is less clear-cut, depending on the 
nature of the employer, the IT support, and the precise tax structure 
(including state or other local tax structure) that the employer has 


to operate. 


e The tax structure is capable of handling a wider complex of rates, 
Teliefs and allowances, to be claimed by the individual taxpayer in 
his tax return (though the Zero Bracket Amount serves in ‘dats 
United States to encourage people with no more than small claims 
not to itemise them, but to send in the very simplest form of tax 


return, the 1040 EZ). 


Recent Australian experience illustrates how - in this case with 
the inducement of a guarantee of prompt handling and repayment 
- it can become possible to increase the speed and reduce the ee 
sector cost of handling large numbers of personal tax returns, ! 
taxpayers find it worthwhile to employ professional tax agents to 
Prepare their tax returns, and if in consequence the returns can be 
submitted to the Revenue authorities in electronic, not Lee see 

The pattern of a local income tax in the context oF 4 
cumulative national PAYE system might be: 

e The Inland Revenue would receive annual returns of income ry 
taxpayers (or their agents) after the year-end. 


e or repay 


a ; charg 
e The Revenue would use this information to 


national tax. 
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e The Revenue would also pass information about a taxpayer's total 
taxable income to the relevant local authority, to enable it to charge 


or repay tax accordingly. 


e The local authority would be responsible for all subsequent 
operation of the local income tax. 


Local responsibility 


This approach adds a significant new measure of local responsibility. 
Local authorities do not only set the tax ratc. | ney send out a 
separate bill to taxpayers. They collect (or repay money directly 
and they are responsible for enforcing paymen debt, when that 


is necessary. 


Local accountability 

To the extent that the payment arrangements are not wrapped up 
with national tax, national insurance, etc., the local nature of the 
tax might be more perceptible to taxpayers, and local authorities 
more accountable accordingly. 


Speed of introduction 
The presumption here is of an underlying radical change in the UK 
tax system. That itself would need, not only new IT support and 
training, but probably a physical re-shaping of the tax office 
network. If one thought of ‘five years or more’ for implementation. 
that would at this stage be not much more than a conventional way 
of indicating a period of some years after the legislation was passed. 
As always, much would depend on the details and the priority 
which the government of the day attached to the change. 
Preparations for a local income tax of this kind might take a 
similar period (as in the Layfield scheme). If the national and local 
changes were proposed at the same time, preparations could to a 
significant extent go forward in parallel. For implementation, 
however, prudence would probably wait a year or so for the new 
national tax system to bed down, and for the links between the twa, 
systems to be tested in live working, before using it as the basis for a 
new local income tax. 
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Costs of administration 
The national tax system 

The working assumption is th 
national tax system would om 


costs in running the 
icantly lower. 


Exchange of information 

The system would depen« 
amounts of information to ; 
and then passing over amei 

cases where new informatio: I 
appeals succeed etc. The information would have to be very clear, 


very precise, and very reliable. With an operation on this huge scale, 
the system could rapidly break down, if a significant proportion of 
cases needed manual intervention to identify taxpayers, or their 
local authorities, or if it often led local authorities to bill the wrong 
taxpayer for someone else’s tax. 

It would probably be a requirement of such a system that the 
Revenue and local authorities jointly maintained a database which: 


ue passing very large 
ferent local authorities: 

ic (important) minority of 
mi jate, late claims are made, 


* Identified each taxpayer by a unique reference number (which 
could be the NINO or some other arbitrary number); 


e Identified each local authority similarly by a unique reference 
number; 


e Attributed each taxpayer, according to his residence, to each local 
authority. 


The annual tax return could be a principal source for the 
database, but local authorities could sometimes be well placed - and 
have an incentive - to supplement it, using their local knowledge. 

Chapter 2 noted developments in the Revenue’s present ae 
which could be relevant for this kind of use; and there are meee 
some areas of electronic exchange of information between 


ncil Tax. 
Revenue and local authorities for the purposes of the Cou wiht 


ial i t (in comp 
ubstantial investmen 
cock a RSE vernment. But it seems @ 


uld handle data transfer 


technology) by both central and local go 
reasonable judgement that technology co 


LUE sxcoate tax 


ae Inaiching on this scale within the pe . time at issue here, 
Vie date were clear and unambiguous. 

A pussivle se Sinesnent, which might he v and compliance, 
a sume additional running cost, migh the Revenue to 
“haipe ¢ Matsrete, and perhaps mildly p pplement to the 
tational tex sate in any case where at e of the annual 
assist it jad “evidence of liability as -esident, but no 
emiGente os to wHich local authority was res: e. The taxpayer 
WE weve 4 sight to repayment on identi: mself (within a 
ONES yretieri) so the proper local authority. Ti a link here with 
He peewee! Oyen peCT for withholding taxes, discuss further below. 

the use +A 4 unique Identifier’ of this kinc. shared by the 


MOLE ait 14x authorithes 
BAIS ations 


» ds fairly common in overseas tax 
" would be tor political judgement - possibi 
COMES HY eZ DEHENCE Of the Community Charge - whether 
wild be accemlable in the United Kingdom. It would nes 
Neressarily sequire the kind ot national card or registration scheme 
(Hat ds required in nome Overseas Countries. Ik woeld seid 
eCENRATY, HOT Hetornarily Udestvable, to tntegtats SLT 
arty WAY WITTE Tie Voli repister 


syct 3oo Sse 


VGH Hhdiiy ftnes 
Wowentid UUANTIANTTY ATYCT Ue aduninisteatve geusieees, aot 


ASSMAN 408 


VASE AE TN PAE UTAE Ute Gants OU ONO mites Ua ETE 
Vas Wan WHT Hold at aouiee Qysay OMMOwwAeet an iawssemMaw 
PANNA, AN, IE aa Hes, 


Ror eyploviiient oie, (hei wae POM Deas FAs: 
@ Detect ad te aaberd hier pate 
Gi) DS Rot dtd 


(ii) Deduct at a iio al win’ 


The technique at nite (i) Way a fair amoun: in cammoar, with 
the Layfield Tax (Option B) ard thas many wereas precedents. In 
each case the taxing authority has to instruct the emoniover 
deduct tax at any one of a range ot taX rates according to each 
employee's area of residence. And for this purpose ‘residence’ nas 10 
be determined at some point before the beginning of the fiscal veal. 


a | 


60 


For the tax authorities 


taxpayer’s annual tax 
taxpayer would in an 
For employers, how 
handling multiple ra 
few if any offsetti 
employers would h 


vould come frors tine 
ast with Option 6) me 
r national tax purgose. 


al compliance costs of 
than under Option BE. 3 

ny cases; and in addi 
parately to each authority =r 


the tax deducted. 

As noted in the ¢ nm Laytield in Chapter 6 employes = 
other countries appear 10 cope with a range of tax deductions 2m 
Separate accounting. In some cases (as in the United States) at leas 
some of the coding instructions may come direct from the 
employee; in other cases (as in Japan) instructions may come Sort 
the revenue authorities. However, given that the svstem ervisiges 
an end-vear adjustment in any event, it is for judgement wieerer 
the degree of sophistication in the deduction system would De cose 
justified, if it was not dictated by the broader political terms of 2 
federal constitution. 

Route (ii) uses no withholding tax for local income tax parpoeres 
In this respect it places no new costs on employers or the Inland 
Revenue. It would be wholly for the local authorities to assess sax 
on employment and investment income, as on self-employment 
income - and to collect it (see below) after the year-end. The 
familiar disadvantages would follow: tax not withheld at ik 
would generally be more difficult to identify and more EXPENSIVE 1 
collect; and (where it comes in at all) it comes in more slow IW. Bor 
what it is worth, other countries running a local income tax asa 
rule include some form of deduction at source, at least from 


employment income. 4 +e 
Route (iii) would be a middle course, entailing a certain lass of 


perceptibility. Employers etc. would deduat tax at a flat eins 
including both the national tax and a provisional deduction tor the 
local tax. Employers would pay the whole amount as a lump sum to 
the Inland Revenue, who would pass on the local element to local 

horities (as in the Layfield tax). After the year-end, local 
as ities would take account of the difference between the 
an deduction and the correct local tax rate, at the same 
es they take account of other changes and adjustments in 
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calculating whether the taxpayer has additional local tax to pay, or 
a repayment to receive. 

Again a possible refinement might be to set the ‘provisional’ 
local tax deduction at a level towards the upper end of the 
reasonable range. So, most local authorities might normally expect 


to make a repayment of tax (much cheaper than ‘© pursue direct 
collection). Most taxpayers would have a further i: nent to get 
their returns in promptly. At the margin, where authority 
considering an increase in the local] tax rate t need to 
contemplate moving from a repayment to a coll mode, the 
withholding tax machinery might have some restr influence, 
even if it was not of course a formal ‘cap’. 

For employers, route (iii) would imply little or ddition to 
their present PAYE work. For the Revenue also, the * nolding tax 


arrangements might be much simpler than under route (i) - though 
there would be some additional accounting and statistical work. 

For investment income, for the reasons explained in Chapter 6, 
the choice would be between routes (ii) and (iii). Deduction at the 
correct local tax rates for each authority is not a realistic option. 


Collection 

Under this option, local authorities become responsible (depending 
on the withholding and other arrangements) for collecting tax from 
or repaying tax to some 25 million income taxpayers, and up to 
another 15 million people with taxed investment income. This is 
additional to the Inland Revenue’s work for the same taxpayers and 
to the local authorities’ own work in collecting other local taxes, 
including the Council Tax. It would be the largest continuing cost 
of a local income tax of this kind (given that the taxpayer would be 
making a return of his income to the authorities in any event), after 
the initial investment in change, including the register of local 
residence. 

After the experience of the Community Charge, no one is likely 
to discount possible costs and difficulties of local collection; and 
any habits of non-payment of tax are likely to be much easier to 
acquire than to lose. That said, the collection task for a local income 
tax would differ from that for the Community Charge: 
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* The tax population of some iid not only be less 
than that of the Community on). The 10 million 
difference almost certainly in: ‘ty proportion of the 
most difficult cases: people wi xed addresses; people 
without substantial assets; a) ally with small means 
who have special difficulty in ; paying. 

¢ There would undoubted!: ) degree of commonality 
between the taxpaying populations for local income tax and the 
Council Tax. The government White Paper of 19864 estimated that 
there were some 20 12 million households in Great Britain, of which 
some 4.3 million included ‘multiple tax units’.5 Obviously, it would 
cost more to collect two taxes from the same taxpayer than to 
collect one tax; and the costs of collection would also be affected by 
the decision whether to give local authorities generally the right to 
charge both taxes, or to allocate the right to charge each tax to 
Separate tiers of local government;¢ but the costs are unlikely to be 
ce as great. At a minimum the collection procedures - direct 
debit, instalment arrangements etc. - could be common between 
the two - even if the two were not collected together. 


° If there was an effective withholding tax on employment and 
investment incomes, there could both be less need to pursue 
marginal cases (because provisional tax had already been deducted) 
and less difficulty in doing so (because the taxpayer might have an 
Incentive to come forward and claim repayment). 

The Schedule D consultative document floats the possibility 
that, as in a number of overseas countries, taxpayers might make 
Provisional payments of tax during the year, by reference to their 
Previous year’s income. If this suggestion bears fruit, it would be for 
consideration whether similar arrangements would work for local 
tax on self-employment (and in due course possibly other) incomes. 


Confidentiality ccess to 
Under Option D the local authorities woule oa about 
information about a taxpayer's total taxable nO ee inform- 
his collection performance. They woulda financial affairs. 


ation about the detailed make-up of 


ee 


his personal or 
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Collection in-year 

Under route (i) tax would flow into local authorities monthly or 
quarterly through the year at the rate set by each local authority for 
the year. Under route (ii) tax would not come in until after the 
year-end except so far as provisional payment arrangements were in 
place. Under (iii) tax would flow in through the year, but not 


reflecting the rate set by the local authority for th: 7, and local 
authorities would therefore face a lag betwe: rir budget 
decisions and their effect on the revenue flow. uld be for 
consideration how the cash flow benefit of deduc source - in 
contemplation of a possible later repayment - be shared 
between employers etc., central government and ic norities. 
There could be a particular problem for local ity finance 
committees in the first year or so. For the reasons .ised in the 
Introduction, the forecast yield of a local income + below the 


national or English regional level shows two linke«, bil operation- 
ally quite separate, features. The smaller the geographical! area: 


e not only is the variation in revenue greater, as between one area 
and another; 


e but also the forecasts themselves are subject to a greater margin of 
error.” 


To handle the former feature, it was suggested that there would bea 
need for some substantial equalisation measures: for example, it 
could be possible to calculate a ‘standard yield’ for a Ip rate of local 
income tax; and, in the revenue support arrangements with central 
government, take account of the extent to which taxable income, 
capable of producing a ‘standard’ Ip yield in an individual 
authority, exceeded or fell short of the ‘standard’. To handle the 
latter feature (over and above the obvious advantage in that context 
of increasing the statistical sample, as part of the preparations for 
the new system), it might be desirable for the equalisation measures 
in the first year or so to take account, not only of the actual 
variations in taxable income between different local areas, but also 
of the variations between forecast and actual out-turn.8 
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Flexibility 

Option D, if either route (ii) or (ii ‘towed, does not seem to 
face any severe external cons: > number of rates of tax (a 
whole 1p or a fraction of y each local authority, or 
(within reason) on the lev ority having the power to 
tax. Route (i), however, w h the same constraints as 


the Layfield scheme (Opt: 


Notes 


1 


Possible versions of a scherne ur: these lines were discussed in 
evidence to the Select Committee on the Environment, and in 
the Report of the Committee. Some versions assumed that the 
present PAYE arrangements would continue; others assumed a 
change in the basis of PAYE, as in Option D. Second Report from 
the Select Committee on the Environment: Inquiry into 
Methods of Financing Local Government: Session 1981-82, 

H.C. 217. 


Alternatives to Domestic Rates, Cmnd.8449. 


In earlier discussions, on the 1972 Tax Credit scheme, UK 
employers expressed concern that ‘employee coding’ might 
mean significantly higher compliance costs for them, as 
compared with the (now largely computer-driven) bulk 
notification from the Revenue. 


Paying for Local Government; Cmnd.9714. 


At that time, however, counting a married couple as a 
Single unit. 


See footnote 4, Introduction, p7- 


Published estimates of taxable income by me ne 
region for 1988-89 show 15 counties and a that the 

of the low sample size, there is a 5 per cent a er than the 
actual number is 25 to 40 per cent higher or 
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figure shown, and 4 areas where there is a S per cent chance of 


the error exceeding 40 per cent. Inland Revenue Statistics, 1991. 


8 It might be desirable of this purpose for the equalisation 
measures to reflect taxable income, rather than tax collected. 
The objective might be to equalise taxable capacity, rather than 
collection performance. 
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LOCAL TAX, TED LOCALLY, 
ON INCOM TED LOCALLY 
BUT ON | .L TAX BASE 

2N E) 


= 
Veit OPTION has al! the ‘locai’ ingredients of Option D, including 
setting the rates of tax, assessment and collection. In addition, local 
authorities (not the Inland Revenue) are responsible for establishing 
a taxpayer’s income. 

At this point, we are contemplating an operationally free- 
standing local tax. Taxpayers make returns of their income to their 
respective local authorities, as well as to the Inland Revenue. If there 
is a withholding tax, it is the local authorities who give employers 
etc. instructions on any local element; and it is to local authorities 
that the money is paid. 

However, local authorities are not free to depart from the 
national tax base, set by Parliament at Westminster. So, a taxpayer 
does not have to learn one set of tax rules for the national income 
tax, and a second set of rules for local income tax - plus perhaps a 
third set, if he changes his residence. 


Responsibility and accountability 

Under Option E the local authority takes full operational 
responsibility for raising the local income tax. The local taxpayer is 
further reminded of its local character, not only when paying tax, 
but also when sending in his or her annual tax return to County or 


City Hall. 


Speed of introduction and cost of wan change to 
: ightforwa an 
In one sense the change is more straig d not be affected by 


Option D. In principle, the local income tax nee lative or non- 
the shape of the national tax administration (cumu 
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cumulative PAYE), or dependent on changes in it. In a wider sense, 
however, the change is much greater as local authorities need to 
acquire all the capabilities, including for example the local 
equivalent of a tax inspectorate and revenue executives (though not 
the tax policy capability) of the Inland Revenue. [t would be up to 
each authority to decide whether to have a local income tax and, if 


so, how to run it. On the face of it, however, there ‘le reason to 
expect that the cost to local authorities overall w e any less - 
perhaps because of the loss of economies of sca! er greater - 
than those of the Revenue in running the pa: \tional tax 
system. 

Confidentiality 

Under Option E, local authorities necessarily hav« s to the full 
range of information which the Revenue ne: to establish 


someone’s taxable income. They do not in principle rely on receiving 
information from the Revenue - though the Revenue and local 
authorities might on occasion exchange information, perhaps for 
compliance purposes. 


Collection in-year and flexibility 
The options and implications here are in principle much the same 
as in Option D. In practice, a flat-rate national withholding tax 
(route (iii) in Chapter 8) looks perhaps a less natural element in an 
operationally free-standing local tax. 


Overall this Option - in something the same way as Option C - is 
included largely as part of the logical progression in Chapter 2. It 
may be felt that it adds potentially heavy costs to the local 
administration for relatively small additional benefits. Why require 
the taxpayer to submit a local tax return, if legislation requires that 
return precisely to replicate the national tax return? For what it is 
worth, most overseas systems, when they require a separate local 
tax return, allow local authorities at least some freedom to vary the 
tax base. 
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CHAPTER 10 


A WHO! :-STANDING TAX 
ON BF) 


lL keeee OPTIC ncome tax is wholly free-standing, 
both for operatio: iicy purposes. Operationally, Option 


© way as Option E. By contrast with 
Option E, howev. al authority is free to set its own tax 
base: for example s > tax threshold higher or lower than the 
national tax threshold: to give special local reliefs and allowances, 
or to deny reliefs that Parliament has given against the national tax. 
Under Option F, in particular, local authorities could be free to set 
their own mote or less progressive schedule of tax rates for higher 


F could run in n 


levels of incomes. 


Responsibility and accountability 
Option F clearly takes us to the further extreme of the spectrum, 
with maximum local responsibility and accountability, and 
minimum or no central government control. Local taxpayers make 
their own local tax returns, which need not replicate their national 
tax returns. Each local authority undertakes its own version of the 
national income tax policy debate before each Budget: not only the 
argument about a higher or a lower tax burden, but also about 
incentives versus neutrality, public expenditure versus tax 
expenditures etc., etc. rea 
In principle, each local authority could have untram e 
freedom to take its own income tax policy decisions, without regard 
to the national tax base. In practice, local authorities might ee 
to stop short of that extreme. For example, the US Cours ee = : 
that: “A State’s power to tax net income of residents is a ties 
limitless”.! However, most US States tend to adopt many © e ' 
main features of the US national tax laws, adding their own ae 
variations at the margin. That said, there are some large Pane 
And it is difficult to find a State (though some New Englan ae 
come near it) that does impose a local income tax, but does no 
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on some local bells and whistles. Most States have some degree of 
progressive rate schedule on higher incomes. 

This approach is perhaps implicit in a Federal constitution: 
anything less would be an infringement of States’ rights. In a 
unitary constitution a power to vary the tax base could be 
statutorily constrained in various ways: 


e by having different tax rates on different types me, but not 
tampering with the tax base itself; 


by varying tax thresholds, but not tax reliefs ai ances; 
e by varying only within certain parameters; to ange of tax 
rates within a given maximum or ‘cap’; or vary thresholds 


within a given percentage margin. 

Under this option local responsibility and accountability is not 
restricted to how much local taxpayers should pay for local services. 
Local authorities are given more or less full access to the powerful 
tool of the income tax to influence (through the thresholds and rate 
schedule) the distribution of incomes and (through reliefs and 
allowances) the pattern of private expenditure and investment. 


Speed of introduction, cost of administration etc 

In all operational aspects, Option F could be effectively identical 
with Option E (see Chapter 9; these arguments are not repeated 
here). Both Option E and Option F are bound (for a given 
population) to be the most expensive to run overall. 

Option F could, in certain variants, also have higher private 
sector compliance costs, as local taxpayers and their agents have to 
bear in mind that a given item of expenditure needs to be treated 
in one way for national tax, in another way for (say) Kent tax, and 
in a third way for (say) Sussex tax - and so forth. If a local income 
tax in the UK were introduced at County level, the areas would be 
much smaller than, say, the areas of North American States. 

The potential compliance costs are relevant to the suggestion 
that a free-standing local income tax, charged at a lower rate than 
the national tax, might be able to run on a simpler basis, without 
the complexities found necessary in the national system to mitigate 
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anomalies, or avoidance. The premise is debatable (against the 
background of recent devices ic pay employees in gilt-edged stock, 


equities, or gold bu!!ion ‘cid employers’ national insurance 
contributions at 10. p tlowever that may be, there would 
be a significant cc for taxpayers and their advisers, in 
coping with doze: indreds, of local tax rule variations. 
There is a possib!: iavour of greater local discretion in 
setting the reliefs es for a local tax, to achieve possible 
devolutionary or al objectives. But it is not based on 
simplicity. 

Under some ‘potion F, local authorities could be free 
to vary the tax bar in ay that would significantly affect the tax 


population, and .hus their operating costs. For example, a local 
authority might choose one or more of the possible options to: 


e Charge a relatively low rate of income tax with a relatively low or 
minimal threshold, imposing a new burden on large numbers of 
low income people who are not national taxpayers,(and adding to 
its own running costs accordingly); 


e Charge a relatively high rate of tax on incomes above a higher 
threshold, making the overall income tax burden significantly 
heavier on the smaller number of people with higher incomes,(and 
reducing its running costs accordingly); 


e Single out for taxation (or exemption) particular categories of 
income - such as investment or self-employment income - in such a 
way as to influence the pattern of economic activity in its area, to 
increase the tax rate (to raise any given amount), but perhaps to 
reduce the tax population (and running costs). 


The range of possibilities here illustrates the questions for 
political decision summarised above. 


Notes 
1 Supreme Court, New York ex rel. Cohn v. Graves et al. ( 1937) 


U.S. 308, 57S. Ct.466. 
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CHAPTER 11 


EXPERIENCE IN SOME OTHER 
COUNTRIES 


Te DISCUSSION in the earlier chapters ha number of 
occasions paused to look sideways at the e. -e in other 
countries. 
General 
Perhaps the clearest single message from the rison is the 
“sheer diversity” - to borrow a phrase from a < ice on local 


government held in Paris in 1991? - of international practice. 
Within North America alone: 


e Some US States tax incomes relatively heavily (up to 11 or 12 per 
cent in Montana and North Dakota), and others have no income 


tax (Texas); 


e Some US States relate their tax assessments directly to the Federal 
tax assessment (Vermont and Rhode Island), and others calculate 
the State tax liability quite independently of the Federal liability 
(New York); 


e Some US States tax investment income, but not earned income 
(Tennessee and New Hampshire), and in another State large 
municipalities charge a payroll tax (New Jersey); 


e Some Canadian Provinces employ Revenue Canada to assess and 
collect the Provincial tax (Ontario), and another runs its own 
separate tax administration (Quebec). 


All that suggests a need to be cautious before asserting that 


something ‘must be done’, or ‘cannot be done’, for the purposes of 
a local income tax. Somehow, the fact often emerges that some 
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country somewhere manages to do something that others perceive 
as unthinkable, and another survives without something that 
others perceive as indispensable. 
That said, another 
comparisons - also ern 
above - is that e 
constitutional and text: 


message from the international 
at the 1991 Paris conference quoted 
v's practice is rooted in its own 


> is, of course, between Federal and 

ie, the constitution may give primary 
tnorities,2 on which the State cannot 
trench without e: i consent. In the other, local authorities 
may have no taxiiig rigi:.s beyond those explicitly granted them by 
the State government and Parliament. In this, as in some other 
fiscal matters, the United Kingdom and the United States are 
towards the two extremes of the international spectrum; 


e The most obvic 
unitary constituti 
taxing rights to i 


e In other less basic respects, also, the practice in different countries 
is a product of their own past. It is simple, but perhaps an 
oversimplification, to describe this as ‘historical accident’. Rather, it 
tends to be a product of a series of deliberate political decisions, 
taken for what seemed at the time - and indeed may still be - good 
political, commercial or management reasons. However, the 
outcome may be a national practice that is acceptable in a particular 
country largely, if not wholly, because it exists, grew up over time in 
its own particular context, and is familiar there. 


Whatever may be the explanation, the international comparison 
suggests a degree of caution, before concluding that, because a 
practice exists in one country, ‘there can be no problem’ in 
importing it into another country. For example, one might hesitate 
to assert that a taxpayer commuting into London would cheerfully 
accept the compliance burden of submitting 4 separate annual tax 
returns to 4 separate tax authorities, just because we are told that a 
taxpayer commuting from Connecticut into New York may have to 


do so. 
n all international 
UK local authorities 


Subject to all that caution - necessary i 
comparisons - some general trends can be traced. 
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are unusual - one speaker at the 1991 Paris conference described 
them as almost unique - in relying so heavily on one single 
concentrated form of local revenue. A good many other countries 
have some form - or rather a variety of different forms - of local 
income tax as one element in their fiscal armoury. Whicre there is a 


local income tax - and that is far from universai ihe local taxing 
authorities may, or may not, share the administra! - ‘th the State 
taxing authorities; but they will as a rule start fr »mmon tax 
structure and system and at least start from a 11 tax base, 
even if they depart in detail (Chapter 2 has de the special 
ssues for the UK in that respect). State and loca! authorities 
‘e commonly authorised to share information fo ‘Tposes. 
The 1980s saw an international move towards ax rates - of 
oth personal and corporate taxes - accompai «nd in part 
financed by, a broadening of the tax base.3 This tring iook its origin 


from a policy conclusion - in the first instance, perhaps, by the then 
UK and US Administrations - that the more inlerventionist tax 
policies of previous decades had not proved successful, and that a 
good tax system should seek so far as possible to be neutral: in brief, 
that the tax system should return to taxpayers the favour that the 
Cynic philosopher Diogenes once sought from Alexander, to “stand 
a little less in their light”. However, it is also clear that the 
international trend was driven forward by market competition. At a 
time when information technology has given every business the 
whole world as its neighbour, and potential competitor, capital has 
become more and more mobile, without regard to national 
frontiers; and much the same is happening for some businesses and 
business people. National governments have felt themselves under 
pressure to offer international investors an environment, including 
the fiscal environment, not less attractive than that in their 
competitors. As the official Swedish paper on the 1991 tax reforms 
put it: “In an open economy like Sweden’s, this choice [of tax 
system] must be made with special regard to the mobility of labour, 
investments and wealth”.4 Whatever the course of the future 
political cycle, it would be surprising if the forces of international 
competition did not continue, in one way or another, to exert 
pressures on national tax systems - and if similar pressures were not 
felt also at the local level. 
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The pattern so far has been of a certain de facto approximation. 
Within the European Community there are rules to proscribe 
discriminatory tax practices, of <i that would distort competition, 
rital. However, the Commission 
' harmonisation of the personal 
evel; and the arguments of 
arry still greater force at the local 


or impede the free mov 
has no proposals for ¢! 
income taxes at t} 
‘subsidiarity’ would 
level. 

By the same tokc 
so what looks like 


ieveloped over the last 10 years or 
pproximation, or convergence, of 
national administra Of course, fundamental differences 
remain. However, a : the spectrum, countries such as the 
United States and Ausiralia have been seeking ways of reducing the 
size or the cost of the Paper mountain’ involved in their systems of 
end-year assessment. Peopie have explored the scope for relying 
more on information from the payers of income than on returns 
from the mass of individual taxpayers, or for encouraging taxpayers 
to submit simplified (and machine-readable) tax returns, not 
itemising a clutch of small claims. They have put a great deal of 
effort into developing a capacity to use Optical Character 
Recognition techniques, and still more effective direct electronic 
interchange of information, to handle paper more cheaply, or to 

dispense with it altogether. At the other end of the spectrum, 

Chapter 2 has outlined the work in the UK to develop similar 

Capabilities, in response to the increase in the number of personal 

tax returns or claims flowing from recent policy initiatives, in 

Particular from independent taxation and the abolition of 

composite rate tax on bank and building society interest. 


Some individual countries 
The Layfield Committee commissioned detailed studies of the tax 
systems in the United States, Canada and Sweden, and these 
countries have tended to figure largely in subsequent discussions. ; 
The USA is, obviously, a familiar exemplar for a ite 
commentator and the US system is already wel ae 
elsewhere. Chapter 8, in particular, has touched on the oe a, 
whether the US Federal tax system may be relevaay to the a 
the UK national tax system. The basic division of respons 
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between the Federal and the State authorities remains. The details of 
the local (State) income tax arrangements appear to be very firmly 
rooted in the US Federal Constitution. 

In the Canadian tax arrangements, also, the relevant lessons, 
and the crucial link between the structure of government and the 
structure of government finance, remain broadly those that emerge 
from the work done for Layfield. 


The Swedish tax system has changed func tally since 
Layfield reported. In 1991, as noted above, a < y that was 
frequently held up as an example of purposive. ventionist, 
tax policy joined the international trend of the p: .de towards 
lower tax rates and a broader and more neutr:: ise. At the 
same time Sweden took a radical approach to\ 1e possible 
conflict of interests between central and local rights. The 
central government (not the local authorities) h: -visive taxing 
rights over investment income. The local authorities (not the 


central authorities) have exclusive taxing rights over earned 
incomes, up to a level originally set in the 1991 paper at 
SEK170,000 (subject to indexation) - a level at which over 80 per 
cent of taxpayers with earned income would be subject only to the 
municipal tax. To help ensure that local taxing authorities did not 
exploit the ‘tax room’ thus created, a temporary ‘cap’ was placed on 
local tax rates. Both central and local income taxes, however, 
continue to be assessed and collected together under the authority 
of the National Tax Board (and it is said that this may have 
implications for perceptions of local responsibility). 

The tax arrangements in Japan have, perhaps, tended to attract 
a little less comment, but appear to offer some interesting analogies 
with, as well as some interesting differences from, those in the UK.5 
At the most general level, the Japanese tax arrangements work 
within a unitary State, where there has historically been concern to 
support and develop strong democratic institutions at the local 
level; and within an island State, with wide internal disparities in 
population and incomes (and a consequent need for effective 
arrangements to equalise resources between the local authorities). 
More specifically, the Japanese income tax system is notable for the 
fact that (like the UK and Ireland) it works without troubling the 
great majority of ordinary people to submit an annual tax return; 
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but (unlike the UK and {reland) it has substantial local income 
taxes. (The Prefectural and the Municipal Inhabitants Taxes, 
together, added up in 1990 to the equivalent of over half the yield 
of the national income ta> 
At the level of th 

have faced much : 

have needed to f 
effective ‘non-ass 


sicome tax the Japanese authorities 
s, as those that the UK authorities 
er 2), in succeeding in running an 
cem for the great majority of their 


taxpayers. They this with a relatively progressive 
schedule of tax | thing resembling the UK’s long basic 
rate band. The m 2S appear to have included: 


e Arrangements {! »mMmentator has described as “the most 
developed withheicing cix system in all the world”. Some 80 per 
cent of all income tax is withheld at source, by over 31/2 million 


payers of income. 


e A form of PAYE that deducts tax from employment income on a 
non-cumulative basis during the year, but requires the employer to 
make a cumulative adjustment at the year-end, to finish the year 
having deducted the right amount of tax from employment income 
for the year as a whole. (The detailed arrangements may reflect the 


pattern of Japanese employment). 


e A quite strongly schedular system for taxing investment income. 
Certain small savings are exempt from tax (though recent reforms 
have cut down the scope of these exemptions very substantially). 
Interest from bank deposits is subject to a flat rate (and final) tax of 
20 per cent (15 per cent national and 5 per cent local). Modest 
dividends may be taxed at a flat and final rate of 35 per cent. There 
are corresponding constraints on the set-off of expenses and losses. 


In a number of these respects the Japanese tax system has 


evolved in a way that takes it some distance from the original 
me tax and self-assessment, 


e and advice, of the Shoup 
th only employ- 


Principles of a comprehensive inco 
heavily influenced by US experienc 
Mission in 1949.6 As a consequence, taxpayers W1 
ment income, or with employment income 


and other income not 
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exceeding ¥200,000, do not need to file a national income tax 
return. A fairly high tax threshold also works to reduce the number 
of potential tax returns. 

The Prefectural and Municipal Inhabitant Taxes are collected 
separately by the local authorities, but are base! closely on the 
national tax: 


e The tax base is effectively the same as the nat x base; but 
the personal reliefs may differ, and are commoni: ' lower. 

e The tax rates are set locally within maxima set + ly. 

e Taxpayers who have filed a national tax return have only 
employment income, are excused from making tax return 
(the national tax authorities will pass on the nece=-ary information 


to the local taxing authority). 


On this basis, the local tax authorities will instruct employers to 
deduct local tax from employment income, and in other cases 
collect tax direct from the taxpayer by instalments. The liability will 
be based on residence on the first day of the tax year (January 1) 
and on the income of the preceding year. 

The cost of collecting the national taxes generally in Japan is 
estimated to have been a little under 1 per cent in 1990 - less than 
the UK costs, but more than the US costs. Apparently, the total cost 
of collecting local taxes (not just income tax) is some twice the cost 
of collecting the national taxes; and there is said to be some debate, 
whether this is a necessary, and if so an acceptable, cost of local 
accountability. 


Notes 

1 Local Government Taxation: The Proceedings of the First 
European Conference of the Institute of Revenues Rating and 
Valuation. Paris, 1991. 

2 For example, the Constitution Act 1867 granted exclusive 
jurisdiction to the Provinces with respect to direct taxation 
within the Province in order to the raising of a revenue for 
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provincial purposes; see also the decision in Cohn v Graves 
(Chapter 10, note 1). 
These are conveniently documented in, for example, Trends in 


International Taxation ~~ Professor D W Williams, International 
Bureau of Fisc iiation, 1991. 

The Swedish: of 1991. Ministry of Finance, Sweden 
1991, 

An Outline o vs, Tax Bureau, Ministry of Japan, 
1990; An ©: vanese Tax Administration, National 
Tax Admin i; The Japanese Tax System, Professor 
Hiromitsui ‘on Press, Oxford, 1989; 


Report on ation, Professor Carl S. Shoup, 1949 


LOCAL INCOME TAX 


CHAPTER 12 


SUMMARY 


ry 
dais STUDY HAS been concerned with the practica! implications 


of a local tax on incomes. It has not sought to er the main 
question of policy, whether a Jocal income tax is ot desirable. 
In the final analysis, that will turn on much wv istitutional, 
economic and political judgements. That said, cy and the 
practicalities, as always, interact. There are limit which one 
cannot sensibly decide questions of structurc it regard to 
finance, or sources of finance, such as a local i tax, without 
regard to what they might look like, how the :t work, and 
what they might cost. 

A number of things have moved on since La‘iicid’ reported in 


1976. For example, in terms of the general balance of taxation, 
Chapter 11 has discussed the extent to which fiscal policy has 
increasingly to be decided against a background of European 
commitments and, more directly important for many of the 
developments discussed in this note, international competition. 

Within the UK the tax administration has seen a series of 
developments and proposals with (in certain ways) linked 
objectives: 


e Improving customer service (in particular, bringing together the 
whole of a taxpayer’s tax affairs in a more convenient and 
intelligible way and - very relevant for that purpose - finding a 
simpler way of taxing the self-employed); 


e Reducing costs (in particular, reducing both the amount of 
routine processing work, and the cost of that which needs must be 


done); 


e Handling large numbers of new small claims for repayment of tax 
on investment income (in particular, following independent 
taxation and the new arrangements for taxing bank and building 
society interest). 


SUMMARY 


As a result of these developments, in hand or in prospect, the 
Inland Revenue has, or may in any event be acquiring, new 
costs of processing bulk returns, and to 
bring together, whe it is available, information about a 
taxpayer's total tax due on that, and his or her address 
- which it did 1976, which are relevant to present 
‘1 other countries clearly find helpful, 


capabilities - to reduce +} 


taxation polic 


where they rur: me tax. 
For purpos ministration, the Inland Revenue, local 


authorities, la: s, financial institutions, and accountants 
and other tax now have sophisticated IT support, of a 
kind that did 1 1976; and the technology exists, to allow 
them to communicate with each other, where they need to, 
electronically, without precipitating a blizzard of new paper. As 
always, changes in tax systems would require changes in their IT 
support. But that is part of the never-ending business of managing 
change. It is no longer a separate and additional constraint. 

However, a number of things still stand in the Layfield analysis. 
It remains relevant that, under the present system: 


e The Revenue does not have figures of total income for many 
employees; 


e Nor does it have up-to-date and reliable information about their 
addresses; 


e A taxpayer with multiple sources of income may have his tax 
affairs dealt with by different tax offices up and down the country; 


e And his tax liability for any fiscal year may relate to streams of 
income earned in quite different calendar periods. 


It remains true that large numbers of small employers do not yet 
have access to high-quality IT support, and that their costs, even in 
Tunning PAYE for a single national income tax, are relatively high. 
It remains the fact that any effective local income tax would need to 
handle certain important, but on the evidence not unmanageable, 
issues such as local residence, local authority cash flow and 
equalisation of resources between richer and poorer authorities. 
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Figure 2 
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It remains the fact that different forms of local income tax 
would have very different implications for local responsibility and 
accountability, for confidentiality and other criteria, and for the 
costs of all parties; that any local income tax which significantly 
added to local accountability would have significant administrative 


costs (which 0: sumptions in this paper would be in addition 
to the costs of tering the Council Tax); and that it must be 
for political » balance the costs of each option against 
the benefits. empts a very summary illustration of how 
the various is score against the main criteria listed in 
Chapter 3. 

It remaiz that any substantial new local income tax 


(that is, othe mple hypothecation of the national income 
tax) would ta: eral years to put in place - the necessary time 
depending very much on the precise details, and on the degree of 
priority that the change was given by the government of the day. 
Hypothecation, or the assignment to local authorities of a share 
in the national income tax is listed as Option A. It has not attracted 
many advocates. It would not, of itself, give to local authorities any 
guarantee as to their future income (though it may be said that 
hypothecation has, as a matter of history, been anathema to 
orthodox Treasury policy precisely because it tends to constrain the 
Chancellor’s freedom of budgetary manoeuvre). Its impact might 
be largely presentational (though it may be said that it is only 
through the perception of facts that people can in any event be 
motivated). In terms of local responsibility and accountability, an 
hypothecated tax must rate at best a low score. Overall, it could 
perhaps deliver a strictly limited objective at a relatively low cost. 
Within the present UK tax structure - and in particular the 
present cumulative PAYE arrangements - the practicalities and 
potential costs still argue persuasively against any approach that: 


© Required taxpayers to submit, and the authorities to process, very 
large numbers of additional tax returns at the year-end, so that 
many millions of taxpayers needed to have their tax affairs handled 


up to three times in a single year. 
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e Sought, by the same token, to charge local income tax, at locally 
variable rates, on investment incomes generally. 


Thus, if a local income tax needs to run concurrently with the 
present national tax arrangements, the balance of arguments still 
points towards something on the lines suggested by Layfield - 
Option B. Under this approach, local income tax is based tirmly on 


the national tax, with precisely the same base, reli and rules. 
Local authorities are responsible for setting a rate of ‘ax on earned 
income, but local income tax is fixed at a unifor: rate on 
investment income. The tax is operated and collect: he Inland 
Revenue, alongside and very much as part and | >| of the 
national income tax. The Inland Revenue passes oni th oceeds to 
local authorities on the basis of the local rates of tax yey apply 


to earned incomes) and an estimate of the total amount oi incomes 
in each local authority area. 

A local income tax of this kind would require the Inland 
Revenue to acquire annually from the great majority of taxpayers, 
and communicate to employers, information not needed for 
national tax purposes. At the time of Layfield it was estimated that 
the staff cost to the Revenue might be in the region of 12,000 to 
13,000 man-years - or perhaps 25 per cent less with the then 
envisaged IT support. Modern technology might reduce those costs 
significantly. However, the numbers are so great that the costs 
would still necessarily be substantial. And they would all be 
additional to the costs of the national tax system, which already 
involves relatively high public sector (though not overall) operating 
costs. In return for those costs, there are substantial questions about 
the effectiveness of an Option B scheme for local responsibility and 
accountability. There would be possibly significant additional 
compliance costs for employers, particularly the smaller employers. 
And there would be practical constraints on the number of local 
authorities that could charge a local tax, and the range of tax rates 
that they could charge. 

Wider possibilities would open up, if it were possible to relax the 
assumption that the UK continues with its present tax 
arrangements, and in particular with the present cumulative PAYE. 
The alternative might be a much more broad-brush deduction of 
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tax from employment income during the year, followed by an end- 


year return of income and an er:d-year assessment (either Revenue 
the basis of which the taxpayer 


nmonly) claims a repayment of 
ntries’ experience, a tax system of 

lic plus private sector) costs not 

resent UK system. But the public 
iy lower (very crudely, the public 

er trying to get the taxpayer’s 
tne year, than it loses, by having to 
handle a great many “rns at the year-end). The compliance 
costs of the private se 3:i¢ be correspondingly higher. 

There are advantages and disadvantages in both kinds of system. 
Inevitably, change itself always has a cost; and for the Revenue a 
change to a non-cumulative PAYE, with general arrangements for 
end-year assessment, would probably mean a physical reshaping of 
the local office network. The timetable would need much detailed 
work by all the bodies that would be involved in the operation, on 
the basis of clearly specified proposals, before one could confirm or 
improve the old Layfield estimate of “five years”. More generally, 
Layfield concluded that not many governments would be likely to 
change their national tax arrangements solely for the purposes of a 
local income tax. However, if a local income tax were thought 
desirable in principle, that could be one significant factor to be 
weighed in judging the balance of advantage. 

One possible approach, if one were to assume an alternative 
PAYE system of this kind, is outlined as Option D in this paper. As 
in the Layfield approach, it is assumed that a local income tax 
retains the same tax base (the same personal allowances, reliefs and 
deductions) as the national income tax. Under the alternative, 
non-cumulative PAYE arrangements, however, the taxpayer NOW 
makes a regular annual return of income for national tax purposes, 
and this return contains the information about total income and 
residence essential for a local income tax. In Option D it is 
assumed that this same return can be used for both national ee 
local income tax purposes - and thus that the marginal ae 
getting the raw material for a local income tax Is very mu 


than in Option B. 


assessment or self-assessment) 
pays any additional tax due 
tax overpaid. Judged by « 

that kind might have 

very different from i 

sector costs might be 

sector saves more, 
payments precisely ri; 
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It would be possible, under an approach on these lines, for local 
authorities to set local (locally variable) rates of income tax, not 
only for earned income, but also for investment income. Under 
one possible variant (in effect, a compromise between Options C 
and D in the paper) the Inland Revenue might handle all the 
operational work of a local income tax, as in the Layfield 
proposals. A scheme of that kind would have much the same 


implications for local perceptibility and accou: iity (though 
with an added impact on investment incomes) for example 
for confidentiality, as the original Layfield sc} ~- but with a 
much lower marginal cost to the Inland Revenu 

Alternatively, the Inland Revenue might, und: sich a scheme, 
pass to the local authorities the information abo: xpayers’ total 
incomes (but not necessarily details of how those incomes are 


made up); and the local authorities might be responsible for 
ollecting the local tax from, or repaying it to, their local electors. 

hat would require a massive (and, crucially, reliable) exchange of 
.ata between the Revenue and local authorities. However, the 
technology does not appear unmanageable, provided that no 
political objection is seen to the sharing of a common register 
between the central and local tax authorities. So far as possible, 
local authorities would obviously align or integrate collection 
arrangements with those for the Council Tax; and the costs might 
in any event be much less, to the extent that the end-year 
adjustment could take the form of a repayment, not a demand for 
additional tax. On any basis, however, collection would be a 
significant new cost to local authorities, to be weighed against the 
gains for local accountability. 

Under either variant of Option D, withholding arrangements 
would be important, for the security of a local income tax, for its 
costs of collection, and for the important minority of cases where 
it would in practice be difficult to identify the local residence of an 
employee at the time of payment, or to trace employees who have 
recently left. Under one variant, perhaps a variant modelled more 
closely on Layfield, employers might be required to deduct tax at 
the correct local rate. Under another variant, employers might 
deduct at a flat rate - with significantly lower compliance costs but 
at some possible sacrifice of local perceptibility - leaving the correct 
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liability to emerge in the course of the end-year adjustment. 
At the far end of the spectrum, there are overseas countries 
where the focal income tax is more or less completely free-standing 


(Options E and :) and where at the extreme local authorities are 
responsible for setting a rate of local income tax, and for 
collecting Oo for the full range of tax policy - the tax 
threshola essive schedule of tax rates, tax reliefs and 
allowance: th. Layfield argued that this would: 
“Bive sorities a very wide ability to manipulate and 
shiti 4 of taxation between individuals and between 


area msider that such freedom would not be an 
appropriate characteristic of a Jocal tax.”! 


The policy debate aside, a local income tax of this kind would be 
bound to entail substantial further costs for both public and private 
sector. Costs on that scale may have developed in some countries in 
the special context of a federal constitution and may be accepted as 
unavoidable in that context. As has been said before, questions of 
local authority structure and finance cannot rationally be decided 
in isolation, one from another. There must be a question whether a 
fully free-standing local income tax could be justified in the context 
of anything resembling the UK's present constitutional arrangements. 


Notes 
1 Cmnd. 6453, Annex 24. 


LOCAL INCOME TAX 


APPENDIX 


Table 1: Sources of finance 


England and Wales 


1991-92 Budget plans £m. 

Total Revenue expenditure 49,264 

Financed by: 
Special grants and other income 10,654 (22) 
Community Charge 8,895 (18) 
Government contribution to 
Community Charge 5,120 (10) 
Revenue support grants 12,238 (25) 
Non-domestic Rates 11,731 (24) 
Use of Reserves 626 (1) 

Scotland 

Estimated net expenditure on services 4,708 

Financed by: 
Specific grants 308 (7) 
Standard Community Charge 14 (..) 
Personal and Collective 
Community Charge 1,015 (22) 
Revenue support grants 2,414 (51) 
Non-domestic Rates 1,023 (22) 

Sources: 


England and Wales; Finance and General Statistics 1991-92. (CIPFA, 
July, 1991) 


Scotland: Rating Review Estimates of Income and Expenditure 
1991-92.(CIPFA, June, 1991) 
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Table 2: Regional pattern of expenditure and finance 


% by region 


A B Cc D E F 

| England and Wales 
South East 36 33 35 36 55 45 
East Anglia 3 4 4 3 3 4 
East Midlands 7 8 8 7 5 7 
North 6 7 6 v/ 4 4 
North West 14 14 12 14 8 10 
South West 8 10 9 7 7 9 
West Midland: 10 11 10 11 7 9 
Yorkshire and 

Humberside 10 9 10 10 7 8 
England 94 97 94 94 96 96 
Wales 6 3 6 6 4 4 
England and Wales 100 100 100 100 100 100 
i! Great Britain 
England 86 87 89 89 
Wales 5 3 3 3 
Scotland 9 10 8 8 
Great Britain 100 100 100 100 


Sources: 

A |: Total Revenue expenditure, 1991-92 (CIPFA, ibid.) 

A Il: Net expenditure on services (CIPFA, ibid.) 

B: Community Charge (CIPFA, ibid.) 

C: Government Contribution to Community Charge (CIPFA, ibid.) 

D: Specific grants (CIPFA ibid.) 

E: Notional UBR contribution to NDR (CIPFA, ibid.) 

F: Regional analysis of income tax from the 1988-89 Survey of Personal 


incomes (Inland Revenue Statistics, 1991) 
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Table 3: Regional pattern of expenditure and finance 


1991-92 Budget estimates, £m. 


| England and Wales A B Cc D E F 

South East 17,683 2,975 1,770 1,999 6494 6449 
East Anglia 1,659 364 211 174 39S 583 
E. Midlands 3,523 742 407 380 1,070 
North 3,134 592 311 383 600 
N. West 6,657 1,274 629 781 1,437 
S. West 3,862 886 483 403 1,259 
W. Midlands 5,133 1,005 526 613 283 
Yorks and Humber 4,756 804 493 546 779 1,129 
England 46,357 8644 4,830 5,279 11,318 13,810 
Wales 2,907 252 290 349 413 539 
England and Wales 49,264 8895 5,120 5,628 11,731 14,349 


It Great Britain 


England 40,485 8,664 11,318 13,810 
Wales 2,527 252 413 539 
Scotland 4,708 1,015 1,023 1,197 


Sources: as for Table 2. The figures shown for ‘income tax’ in column F are 
the 1988-89 figures, notionally uprated by 1.37, to proxy the increase in tax 
between 1988-89 and 1991-92; divided by 4 as a broad approximation to the 
yield of a tax rate of between 6 and 7p in the £. 
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